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WELFARE AND PENSION PLANS INVESTIGATION 


MONDAY, MARCH 21, 1955 


Unitep Srates SENATE, 
CoMMITTEE ON LABOR AND PuBiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FuNDs, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:33 a. m., in room 
P-63, United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present : Senators Gordon Allott, Paul H. Douglas. 

Also present: William A. Leece, chief counsel and staff director, 

Senator Doueias. Gentlemen, if you will come to order. 

The last Congress directed the Senate Committee on Labor and 
Public Welfare to make a study of employee and employer welfare 
and benefit plans, and the Subcommittee No. 5 was appointed by the 
then chairman of the Senate Committee on Labor and Public Welfare. 

This subcommittee was headed by Senator Ives of New York. The 
staff was engaged, the chief counsel being Mr. William A. Leece, and 
a report was prepared, copies of which I hope you all have this 
morning. 

The investigation which was made last year primarily confined 
itself to a rather narrow sector of the general field, namely, to jointly 
managed welfare plans, in the main locally ecisuienem 

It did not go into pension plans, nor did it deal, except in one 
instance, with national plans, nor did it deal with exclusively union 
or exclusively employer-plans, so that it opened up, really, only a small 
sector of the cee problem, but a number of very important ques- 
tions were raised which I think that the American public would like 
to get advice upon and be able to form an intelligent opinion. 

The purpose of this inquiry is to see if there is further legislation 
needed in this matter. Section 302 of the Taft-Hartley law of 1947 
made a beginning in requiring joint administration of welfare plans, 
and whether or not this provision was wise, it is on the Scola 
Congress has asserted jurisdiction. 

The question is the degree to which this provision has been observed, 
whether further provisions are needed, and so forth, so that this 
inquiry by this Senate committee, is in line with the historic principle 
of Senate investigations, namely, as an aid to legislation. 

The investigations are not intended, in themselves, to pillory anyone 
or to point the finger of scorn at anyone. The purpose is constructive. 
Now, we also believe that in the investigation of these plans we can 
learn both from the good and from the bad. 

From the good plans or good features of plans, we can find stand- 
ards that should be generally followed. If there are bad features 
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which develop in the course of the investigation, these will be matters 
which should be corrected, once recognized. 

Now, I am going to file for the record a preliminary statement 
which I had prepared, but which, in the interest of time, I shall not 

read, and I want to thank the men who have accepted the invitation 
of the committee to appear here this morning. 

We know that this appearance of yours is at some personal in- 
convenience, and is a diversion from your regular duties. We are 
very grateful to you for coming and putting your experience and 
your know ledge at our disposal, and we want to assure you that you 
will not be badgered. 

Your motives will not be suspect, and no security check will be 
imposed upon you because of your appearance. 

The men whom we have invited are Richard Blomquist of Marsh 
& McLennan; Jack Barbash of the CIO Committee on Ethical Prac- 
tices; Martin E. Segal, insurance consultant: George Faunce of the 
Continental Baking “Co.; Gilbert F itzhugh of the Metropolitan Life 
Insurance Co.; Mr. C. Manton Eddy, Connecticut General Life In- 
surance Co.; Mr. Frank B.C liffe, of the H. J. Heinz Co. of Pittsburgh; 
Nelson Cruikshank, director of social insurance activities, American 
Federation of Labor; Lane Kirkland, assistant director of social in- 
surance activities, American Federation of Labor; Horace Sheldon, 
Commerce and Industry Association of New York, and G. Warfield 
Hobbs of the National City Bank. 

Once again, may I thank you, and I think the first thing that we 
should do would be to lay the report before you for criticism. so that 
we may get your appraisal of this report and any criticism that you 
may have of that. 

The report referred to is the interim report submitted to the 
Committee on Labor and Public Welfare by its Subcommittee on Wel- 
fare and Pension Funds pursuant to Senate Resolution 225, as 
amended by Senate Resolution 270. 

This will be a guide to use in future studies, and while I am quite 
proud of the staff and personally quite proud of the work which they 
have done, we don’t regard ourselves as being perfect, and we would 
welcome criticism of any kind, because we are simply anxious to do 
as good a job as possible. 

At this point, I will make my statement a part of the record. 

On January 11, 1954, the President sent to the Congress his legisla- 
tive recommendations on labor-management rel: tions. Included in 
the Presidential message was the following statement : 

The act (Labor Management Relations Act, 1947) presently prohibits an 
employer from making payments to a union to assist in the financing of union 
welfare funds unless the fund meets certain standards. These standards are 
not adequate to protect and conserve these funds that are held in trust for the 
welfare of individual union members. It is my recommendation that Congress 
initiate a thorough study of welfare and pension funds covered by collective- 
bargaining agreements, with a view of enacting such legislation as will protect 
and conserve these funds for the millions of working men and women who are the 
beneficiaries. 

Subsequently, the chairman of the Senate Committee on Tabor and 
Public Welfare introduced Senate Resolution 225 under the terms 
of which the Senate of the United States authorized and directed this 
subeommittee to make a full and complete study and investigation 
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with respect to the establishment and operation of employee welfare 
and pension plans and funds subject to collective bargaining. 

In conducting this investigation over the past several months, the 
subcommittee has had certain major objectives : 

1. To trace the development and present status of employee welfare 
and pension funds. 

To ascertain the nature, extent and incidence of abuse and im- 
proper practices in the administration of the plans. 
3. To ascertain the scope and effectiveness of existing public and 
private regulatory controls in the operation of such plans. 

It has been the subcommittee’s purpose to make these preliminary 
findings of fact and if corrective legislation was deemed necessary, 
to use that information as the basis for recommending corrective 
standards. 

In terms of the size and scope of group-employee benefit plans, it 
can be said that such plans designed to meet the economic hazards 
arising out of death, old age, and sickness, are more extensive in the 
United States than in any other country in the world. 

Originally, such protection was purchased by individuals, but within 
recent years there has been an extensive development of group pro- 
tection. Employer and union plans were part of the development of 
group protection and collectively bargained plans were but a further 
evolution of the growing emphasis on such plans. 

No exact information is available concerning the total employee 
coverage under benefit plans which are collectively bargained. —" 
best available information indicates, however, that as of mid-1954, at 
least 11,290,000 workers were covered by collective ly bargained wel- 
fare and pension plans. 

This represents an increase of more than 47 percent in worker 
coverage under collectively bargained group plans since mid-1950. 
Over 98 percent of these 11,290, 000 workers are now covered for wage 
losses resulting from sickness or accident, as well as medical care and 
death benefits. About 64 percent of these same workers also enjoy 
retirement benefits. 

It seems apparent that the size and implications of the employee 
benefit program make it mandatory that the funds involved in these 
plans be honestly and economically administered to protect the 
interests of the beneficiaries, as well as the public interest. 

The following represent some of the more important implications 
in terms of the national interest : 

(a) They vitally affect the security of millions of workers and their 
families. 

(6) They involve the investment of billions of dollars which has 
important consequences in terms of the economy of the Nation. 

(c) Sound and harmonious labor relations will inevitably deterior- 
ate unless employee welfare and pension plans are honestly, efficiently, 
and economically administered. 

In its effort to accomplish the purposes recited earlier, the sub- 
committee conducted kar intensive investigations in Philadelphia, 


Chicago, and San Francisco. These cities were chosen for the reason 
that the resolution which authorized the investigation called for a 
complete study of welfare plans and funds subject. to collective bar- 
gaining. 
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The fact that all of the above-mentioned cities have a high degree 
of unionization was a factor which assumed significant proportions 
in the light of the subcommittee’s mandate as quoted above. These 
cities were selected for the further reason that they represented cen- 
ters of diversified industries. 

This was an important consideration because the subcommittee was 
striving for as broad a cross-section study of employee-benefit plans 
as was possible. 

In the course of the field investigations, 29 different welfare plans 
were examined. Some of these were found to be well managed. Others 
were being grossly mismanaged, while a number of others appeared 
to be honestly but ineptly managed. 

In some cases, the trustees had apparently sought to circumvent 
the provisions of the Labor Management Relations Act of 1947. I 
cannot emphasize too strongly that the 29 plans examined represent 
only a mere fraction of the several thousand welfare plans presently 
operating throughout the United States. 

The survey gave evidence of good management practices in some 
cases, but on the other hand the subcommittee also found some ques- 
tionable and apparently common practices which need to be corrected. 

I mention some of them now with the hope that an examination of 
these practices may not only suggest the need for corrective stand- 
ards, but also serve to promote better management practices. The 
subcommittee found that in the case of the well-managed funds, the 
following practices were generally followed: 


GOOD MANAGEMENT PRACTICES 


1. Active, interested, and intelligent participation in both the es- 
tablishment and operation of the fund by union and employer trustees. 

9. Retention of competent and reputable legal, insurance, and ad- 
ministrative services in the establishment and operation of the fund. 

3. Selection of the insurance carrier through competitive bidding 
and on the basis of formal specifications. 

4. Complete disclosure of fund operations through periodic reports 
to the employer-contributors, and to the employee-beneficiaries. 

5. Effective internal management controls to keep administrative 
cost at a minimum. 

On the other hand, where a fund appeared to be badly managed, 
one or more of the following practices was being followed: 


QUESTIONABLE PRACTICES 


1. Exclusive, one-man control of fund operations. 

2. Abdication by trustees of their responsibilities. 

3. Charging the welfare fund for union expenses. 

4. The practice of twisting whereby the favored broker or agent 
induces trustees to change insurance carriers regularly, which often 
results in the payment of high-level first-year commissions to such 
broker or agent. 

5. Strikes or threats of strikes to get the right to select the insurance 
carrier. 

6. The practice by some employers of deliberately refusing to take 
any responsibility for the administration of the fund. 
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7. Retention by some insurance carriers of an excessive percentage 
of premiums paid. 

8. Collusion and commingling of welfare contributions with union 
funds. 

Unreasonable and excessive fees charged for medical services, 
simply because the patients are covered by the fund. 

10. Deliberate circumvention of the provisions of section 302 of 
the Labor Management Relations Act. 

11. Collusive practices engaged in by certain trustees and insurance 
brokers which result in the payment of excessive commissions and 
service fees. 

12. Use of welfare funds to supplement salaries and expenses of 
full-time union officers. 

13. The practice of ignoring the necessity for periodic audits and 
financial reports. 

14. Discrimination as between union officer-trustees and employee- 
beneficiaries in the types and amounts of benefits. 

In the course of its investigation, the subcommittee also attempted 
to ascertain the scope and effectiveness of existing public and private 
regulatory controls over the operation of these plans. As the result 
of this study, the subcommittee found that in some cases the appli- 
cable Federal statutes were being evaded either willfully or through 
nonfeasance and indifference on the part of fund trustees. 

The subcommittee also found a lack of State regulation generally 
and a reluctance to invoke private regulatory controls. Accordingly, 
the subcommittee was forced to conclude that existing Federal, State, 
and private regulatory controls were inadequate to regulate effect ively 
the administration of these plans. 

It is the purpose of this subcommittee to now commence public 
hearings concerning certain selected welfare plans. The testimony 
elicited during these hearings will, I feel, help to dispel some of 
the confusion that exists in the public mind concerning the estab- 
lishment and actual operation of employee welfare plans. 

Such testimony, particularly as it relates to the well-managed plans, 
will be both educational and suggestive of what can be done by honest 
and well intentioned representativ es of both labor and management. 

At the same time, it seems appropriate to direct some attention to 
certain types of abuse in the administration of some welfare plans 
which compromise the best interests of the employee beneficiaries. 

It is the feeling of the subcommittee that considerable progress can 
be made in resolving some of the difficulties attending the establish- 
ment and operation of these plans by devoting the opening day of 
these hearings to a panel discussion of the problem by representatives 
of all interested groups. 

Accordingly, the subcommittee has invited some distinguished 
representativ es of the trade-union movement, management, and the 
insurance and banking industries to participate as members of this 
panel. It will be our purpose to solicit comments and criticism con- 
cerning the recent interim report of the subcommittee. 

We would also invite such recommendations as the members of the 
panel might care to make concerning some of the problems involved 
in the establishment and operation of these plans which require at- 
tention, as well as their recommendations concerning ways and means 
of meeting these problems. 
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For the purpose of the panel discussion which is about to begin, the 
subcommittee hes outlined some of the problems concerning which it 
now invites discussions. These would include: 

1. Comments and criticism of the recent interim report of the sub- 
committee. 

2. What part does the employee welfare and pension plan play in 
the collective bargaining ? 

3. Comments concerning the practical effectiveness of section 302 
of the Labor Management Relations Act of 1947 as the principal 
statutory source of Federal regulation of private employee welfare 
and pension plans. 

4. What - these plans represent in terms of cost and employee 
coverage, and what can be done by labor and management to stimulate 
real joint control and administration through a board of trustees or a 
joint board of administration to the end that the intent of Congress 
to prevent unilateral control of the funds may be effectuated ? 

5. What are the views of the panel concerning the advantages of 
(a) bargaining for benefits on a level-of-benefit basis; and (0) bar- 
gaining for a cents-per-hour or percentage-of-payroll contribution to 
a jointly administered fund ? 

6. What can be done to make certain that insurance company com- 
petition for this group business will be truly price or rate competition ? 

7. Comments concerning the practical effectiveness of the principle 
of complete disclosure to all interested parties as a deterrent to mal- 
practice, mismanagement and waste. 

(a) If this principle is to be adopted, should it be at the State or 
Federal level ? 

8. Would such a disclosure principle prove effective without, at the 
same time, granting authority to a governmental agency to make 
periodic inspections and examinations of the books, records and ac- 
counts of all employee welfare and pension plans? 

Members of the panel have already been furnished with this outline 
as a proposed agenda to serve as the basis for these discussions. 

May I, on behalf of the subcommittee, express my appreciation for 
the spirit of cooperation manifested by the labor unions, employers 
and employer associations, and the insurance and banking industries, 
as evidenced by the presence here today of distinguished representa- 
tives of each of these groups. 

It should be made clear that they have come here for no other reason 
than to give this subcommittee the benefit of a long experience in the 
administration of employee welfare programs and to assist the sub- 
committee in meeting a very difficult task. 

They speak not as representatives of a particular union, employer, 
business association, insurance company or bank, but rather as expe- 
rienced technicians whose advice the subcommittee welcomes. 

We are happy to have them with us today. 

The first thing I would like to ask is: Is there any criticism of the 
report? and I mean by that whether you feel that there are inac- 


curacies in the report or that the report does not go far enough on 
certain points, and so on. 


Mr. CrutrksHank. Mr. Chairman 

Senator Doveras. Mr. Cruikshank? 

Mr. CrurksHank. Mr. Chairman, we have a statement which really 
incorporates a number of our comments on the report, as well as some 
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general observations, and with your permission, I would like to start 
off by reading that statement into the record. It is short. 

The statement is as follows: 

We are pleased to have this opportunity to participate with the 
other members of the panel you have invited to discuss issues relating 
to some of the problems attending the establishment and operation of 
employee welfare and pension plans. 

These problems are of direct and vital concern to millions of mem- 
bers of unions affiliated with the American Federation of Labor, as 
well as to wage earners generally. For this reason, President Meany 
has, as you know, assured this committee of the fullest cooperation in 
developing all appropriate methods of assuring the workers and 
members of their families covered by these plans, “that they be devel- 
oped and operated with their best interest as the primary objective. 

The position of the American Federation of Labor with respect to 
the development and administration of health and welfare plans has 
been expressed repeatedly by the executive council and by convention 
action. The federation has condemned those, whether union officials 
or others, responsible for the abuses that have been discovered, and 
has supported honest and objective investigations of conditions ex- 
isting 1n the operation of these plans. 

We do not believe that the instances of abuse are in any way rep- 
resentative of the whole, but we agree that any such instance is exces- 
sive and that appropriate steps should be taken to protect the interests 
of all persons covered by health and welfare plans against the pos- 
sibility of abuse. 

A subcommittee of the executive council of the American Federation 
of Labor is now engaged in reviewing the comments on a set of pro- 
posals submitted to all our national and international unions and in 
preparing specific recommendations for action, both voluntary and 
legislative, for submission to the council at its next meeting in May. 

‘Pending such action, we are unable to offer specific rec ommenda- 
tions with respect to legislation, as representing the official policy 
of the American Federation of Labor. Certain general principles 
can, however, be stated at this time. 

The sums contributed to these plans by employers are, in effect, 
wages paid for services rendered and are, therefore, the collective 
property of the group of workers covered. They should, therefore, 
be administered in such a way as to provide the greatest possible real 
benefit to the workers covered, consistent with ¢ onsiderations of safe ty 
and prudence. 

Any charge against these funds that is out of proportion, or un- 
related, to the value of the benefit or service derived by the intended 
beneficiaries conflicts with this objective, whether it be excessive or 
unwarranted commissions and charges by brokers or consultants, 
kickbacks, malfeasance or misfeasance on the part of trustees, or 
profiteering by medical practitioners. 

All of these actual or potential abuses must be avoided or corrected 
if the plans are to fulfill the purpose for which they were created. 

It should be kept clearly in mind that, aside from income-loss in- 
surance, the main purpose of health and welfare plans is to protect 
the worker against the costs of medical care and treatment. Any 
plan which fails to accomplish this objective, no matter how honest, 
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or efficient with respect to its administration is, in our opinion, to 
that extent a failure. 

The main burden of our criticism against cash indemnity plans 
of the type offered by commercial insurance companies lies in their 
inherent inability to provide the worker with adequate protection 
or, in fact, any real insurance against the actual charges made by 
doctors or the exploitation of the plan and of the worker by medical 
practitioners who engage in such practices as fee-splitting, pecuniary 
operations, and the escalation of fees in consideration of the fact 
that the patient is covered by such a plan. 

It is our opinion that the value of health and welfare plans, in 
terms of real benefits to workers, has been more seriously undermined 
by such practices than by other types of abuse that have hit the 
headlines. 

Furthermore, one of the worst effects of kickbacks and other dis- 
honest or unethical inducements employed by some shady commer- 
cial insurance agents lies in their tendency to steer groups into those 
types of plans which are least satisfactory in the degree of protec- 
tion they offer against actual medical costs. 

It is our studied opinion that this aspect of the problem is an en- 
tirely proper—in fact, an essential—avenue of investigation by any 
committee which undertakes to discover what is “necessary for the 
conservation of such funds and the protection of the interests of the 
beneficiaries thereof”—to quote from the resolution which established 
this subcommittee. 

With respect to the interim report of the subcommittee, we believe 
that the members of the subcommittee and the staff should be com- 
plimented upon what seems to us an honest, fair and objective ap- 
proach to the investigation of this problem. 

We recognize that the interim report is only a first approach and 
does not purport to be a complete or well-rounded job. Nevertheless, 
since it bears upon the future work of the subcommittee, we have a 
few criticisms to make. 

First, we believe that the subcommittee might well have dispensed 
with the characterizations of the funds included in its case studies 
and let the facts speak for themselves—which they, of course, do 
quite eloquently in some of the cases. 

We do not believe it is wise to make such flat value judgments, un- 
less you make it clear exactly what standards of value you are using. 
Such standards do not emerge from the report and it is, in fact, not 
possible to apply any uniform set of standards governing such mat- 
ters as administration costs and reserves to all of the different types of 
plans and situations that exist. 

We are pleased to note that the subcommittee intends to explore 
thoroughly the whole area of plans administered unilaterally by em- 
ployers. Until this is done, any conclusions that might be drawn as 
to the role of the respective parties and remedies that might be sug- 
gested would be based upon completely inadequate data. 

The fact is that such unilaterally administered plans are more 
common in industry today than are jointly managed funds. If, as is 
alleged, there is inadequate protection under the Taft-Hartley Act 
of the worker’s interests in joint funds, then there is absolutely no 
protection of the worker’s interests in management-administered 


funds. 
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We know from experience that it is far more difficult for covered 
workers to obtain information and facts about the operation of such 
unilateral plans than is the case under jointly administered plans— 
even where the workers themselves contribute directly toward the 
cost of the program, and we have absolutely no reason to believe that 
such plans, administered solely by employe rs, are more free of abuse, 
kickbacks and favoritism than are those in the administration of which 
unions participate—labor, after all, did not invent these practices, and 
condemns them now just as vigorously and sincerely as any other 
group. 

We believe that the popular description, repeated in the interim re- 
port, of the role of management as a silent or impotent bystander is 
entirely too charitable and is based upon inadequate data and 
investigation. 

Finally, we cannot refrain from noting that had the advice of the 
American Federation of Labor been adopted, these problems would 
not plague us now. The American Federation of Labor has long ad- 
vocated, and continues to advocate, a system of national health insur- 
ance as the only workable way in which to insure the whole people 
against the costs of medical care. 

“In the absence of such a program, the American Federation of Labor 
has repeatedly urged its affiliates, wherever possible, to make use of 
prepayment plans - which provide comprehensive direct medical serv- 
ices and which emphasize preventive care, pointing out that, in addi- 
tion to their other advantages, such programs are not subject to the 
abuses found under cash indemnity insurance plans. 

We have sought, through legislation and otherwise, to remove the 
financial, legal, and institutional barriers which stand in the w ay of 
the further expansion of such programs, so that they might be made 
available to more of the people of this country. 

That is still the basic position of the American Federation of Labor 
today. 

Mr. Chairman, I should like to have this statement be entered as a 
joint statement of myself and my associate, Mr. Lane Kirkland. 

Senator Doveras. We will do that. 

I welcome other criticism, and I think probably for the sake of 
fairness that preferably the next statement should come either from 
a representative of the life insurance companies or a representative of 
some of the employer plans. 

Mr. Eppy. I have a brief statement I would like to make at this 
time. 

I am C. Manton Eddy, vice president and secretary of the Con- 
necticut General Life Insurance Co., of Hartford, Conn. 

Both Mr. Fitzhugh, who is second vice president of the Metropolitan 
Life Insurance Co. of New York, and myself are members of various 
industry committees of the life insurance business. 

We have participated in a great many of the discussions within the 
industry of this problem of union welfare funds. We believe we 
know fairly well the sentiments of the business. 

I do understand, however, that you have asked us here as individuals 
and not as official representatives of an industry. 

Senator Dovaetas. That is correct. 

Mr. Eppy. We are pleased to take part in this discussion of welfare 
and pension plans. The life insurance organizations have cooperated 
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with the subcommittee staff in obtaining data and information con- 
cerning insured union welfare plans. 

We welcome this opportunity to discuss these matters further. We 
feel that the work your committee is doing is constructive, and we 
offer our continued cooperation. 

Your subcommittee’s preliminary investigation has, without ques- 
tion, disclosed abuses in some of the 29 specific union welfare cases 
studied. We do feel, however, that this is not characteristic of the 
insured welfare programs. The abuses which have been found are 
in contrast to the ethical standards which prevail in the establishment 
and administration of most employee alee funds. 

We feel that much good has been accomplished by the inquiries 
by Congress into the problem. We are all interested in achieving the 
same objective, that the many million workers insured under welfare 
plans will receive the full benefits to which they are entitled. 

The life insurance business supports the general proposal of public 
disclosure of the essential details of union welfare funds. Public 
disclosure of the details of these funds will help promote a feeling 
of confidence in the program among those covered by the benefits 
of the funds. It can be an effective deterrent to those who would 
violate their trust. 

These plans must be permitted to grow with the needs of the 
workers, and we do seriously caution against restrictive legislation 
that would tend to discourage growth. 

With reference to the subcommittee’s report itself, Mr. Chairman, 
I have no specific point to speak on at this moment. We feel that the 
report is an objective and thought-provoking one, and I would like 
to compliment both the subcommittee and the staff on the thorough 
work that has been done. 

Senator Dovcias. Thank you very much, Mr. Eddy. 

Has your group taken any position as to whom the disclosure 
should be made to? Should it be made to members, to Government, 
or to both? 

Mr. Eppy. Well, perhaps I had better answer not so much for the 
insurance industry. 

Senator Dove.as. Yes; for yourself. 

Mr. Eppy. But maybe I should make an observation of my own. 
It seems to me that under the Taft-Hartley Act, there is a certain 
control of trust funds. It seems to me that data and public infor- 
mation as to the trust funds would legitimately flow to a Federal 
agency, but to the extent that the trust fund has acquired the pur- 
chase of an insurance policy, it seems to me that disclosure within 
the area of the operation of the insurance policies would naturally 
flow within the States. 

The insurance industry today is very carefully supervised by State 
authorities, commissioners and superintendents, and it would seem 
to us that it would be natural for disclosure to follow those normal 
lines. 

Senator Dovetas. Well, waiving the question as to whether dis- 
closure should be to State or Federal Governments, you think there 
should be disclosure to some governmental agency ? 

Mr, Eppy. We think that public disclosure of essential details is 
very important. 
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Senator Doveras. And this should be made available, also, to the 
members insured under the plan ¢ 

Mr. Eppy. That is a point that might be debated, and I would be 
interested in hearing the debate. It certainly would seem to me 
that under a trust fund involving multiple employers in one or more 
unions who are representin the employees, there is every reason to 
have disclosure to the cuties who are naturally interested, and 
to the union representatives who are naturally interested. 

I would think that disclosure to the union representatives would go 
a long way toward satisfying disclosure to the individual members. 
I am concerned with the problem, the economic problem, of supplying 
detailed information to vast millions of people who, perhaps, without 
explanation, are not able to digest it. 

Senator Dovenas. Could not the report be made known to them 
by being posted upon bulletin boards? While each individual mem: 
ber mould not be furnished a copy, it would be made accessible for 
public eee. 

Mr. Eppy. I think that would accomplish the purpose. 

Senator Dovetas. What do you think are some of the items which 
would be covered in the disclosure? Would you say that fees to 
agents should be covered 4 

Mr. Eppy. It seems to me that a bona fide part of the disclosure 
are the expenses of the fund. It is more than fees to agents. It 
is every expenditure under the fund. Most of us have commission 
filings, fee filings with State supervisory authorities, and there are 
pending certain supplements in State legislation with the thought 
that if there are gaps in that present information, the amendments 
and the legislation will correct that situation. 

Senator Doveias. So I take it you favor itemization of the main 
sources of expense, indications of what amounts have been paid in, 
what amounts distributed, what reserves are held, and so on? 

Mr. Eppy. We would have no objection to bona fide disclosure of 
important sums of money. 

Senator Dove.as. Thank you very much. 

I think perhaps I ought to recognize now a representative of one 
of the companies; if they have any comment to make. 

Mr. Cuirre. I am speaking as an individual, Mr. Chairman. I 
think that the report of the subcommittee is an excellent step. I think 
tremendous progress has been made by the investigations that have 
been made and by the way in which they have conducted their work 
so far. 

I would like to raise merely one minor question, and I think you 

might have it in mind at the time that a subsequent report is filed. 

It seems to me that for general consumption, the report gave the 
impression correctly that there are three types of such plans; namely, 
those that are good, those that are honest but inept, and those that are 
dishonest. 

Now, you can spell those out, but that was the broad classification. 
One who reads the report as it might be summarized in a newspaper 
dispatch and so on would get the impression that those were three 
more or less equal classes, whereas, I have the impression from various 
other contacts that the dishonest one is by all odds the minority of 
the total number of cases. 
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Now, the dishonest is the spectacular situation, and one which prop- 
erly needs to be investigated. There may be need for prosecution of 
offenders, and there may be much in the way of information for 
remedial legislation or administration, but it should be made very 
clear to the public that a very small number of employees and a very 
small number of plans, relatively speaking, are in that classification. 

That is merely a suggestion for future operation of the subcom- 
mittee in rendering subsequent reports. 

Senator Doucias. The staff investigated 29 plans, and found that 
in its judgment, 6 were what they termed grossly mismanaged. 

I will ask Mr. Leece to make a statement at this point. 

Mr. Lerce. Mr. Cliffe, we did make a real effort to point out in the 
report that admittedly these 29 funds represented only a very, very 
small percentage of those plans operating throughout the country. 
At the bottom of page 9, we say that the subcommittee cannot empha- 
size too strongly that the 29 plans examined represent only a mere 
fraction of the several thousand welfare plans presently operating 
throughout the United States. 

It also needs to be emphasized and reemphasized that the summary 
comments made hereinafter as to particular plans are not intended as 
complete characterizations of such plans, many of which are sound 
in other respects. 

A critical comment is offered for the purpose of suggesting some 
questionable but apparently common practices which need to be cor- 
rected, and then we set out a list of those which we felt were well 
managed, and I think we have a list of 6 or 7 under that broad general 
category of well-managed plans. 

Then we set out in the same style summary comments on those plans 
which we felt were more aptly described as grossly mismanaged plans, 
and they were itemized. 

I think we had 6 or 7 in that category, and then the remainder of the 
29, about 13, I believe, were of the | type that you mentioned, honestly 
but in most cases ineptly managed. 

I don’t know whether that is responsive to your criticism or not. 
I do agree with you, after reading the report, that we may have left 
the impression with the public generally that all 29 of the programs— 
well, all but the first 6—were bad plans. 

Mr. Cuirre. That is not quite the statement I had in mind. May I 
express it this way! That in dealing with any problem that is as 
complex as this obviously is, with such a wide variety of plans, and 
so many of them, I recognize the great difficulty of getting a statistical 
sample that is satisfactory. It raises the question, of course, as to 
why you investigated these 28 or 29. Were they plans that somebody 
said, “Well, now, there is a place where you may find something to 

criticize,” and you looked into those and came up with certain criti- 
cisms in certain instances, and a clear record for others, or were they 
selected on a basis that would be regarded as a fair statistical sampling, 
and if that is the case, if you think that it was a fair statistical 
sampling of all plans, even though a very limited sample, then the 
report justifiably gives the position that the committee thinks that 
one-third of the plans or one-half of the plans are in pretty bad shape. 


lib tt a nab i tn eC BOSE 


ee re 


a Rain A a Na eae e a 


a eens erhian 


aan i Ri a ne i le TEM RN 


carat + tll i hp ec ead 





WELFARE AND PENSION PLANS INVESTIGATION 13 

Mr. Leece. I will agree, Mr. Cliffe, that the report is weak in that 
it makes no statistical presentation as to any of these plans. 

I do feel, however, that I should make a statement in response to 
your question as to what the stafl’s approach to these 20 plans was, 
and I might say in that connection that with possibly one exception, 
the committee staff had no information of any kind as to the manage 
ment practices and techniques being used in the operation of any of 
these plans. 

We had no information which would suggest that the plan was either 
a good plan ora bad plan. We did know, after contacting representa- 
tives of both the unions and management in Chicago, Philadelphia, 
and San Francisco, that they had in those three cities a number of 
welfare programs operating. 

We tried to get as broad a cross section view of the program in those 
cities, by union and by type of industry, as possible, and I think we 
did cover somewhere close to about 20—between 20 and 25—inter- 
national labor unions, and almost as many different types of industry. 

Senator Doveras. We certainly do not claim that this report is 
necessarily adequate for a representative sample. We simply say 
that these were made, and I believe made honestly, by the staff, and 
within that 29, this was the rough classification which the staff thought 
it should prepare. 

Mr. Barbash ? 

Mr. Barsasn. I shall attempt to be, I think, an inadequate substi- 
tute for Arthur J. Goldberg, director of the CIO ethical practices com- 
mittee, who was unable to be with you this morning. 

We arranged our presentation in response to the sequence of ques- 
tions, and I will just get to the question which relates to the comments 
on the report, but also I would like to express our appreciation for 
the opportunity to be heard and to say that the CIO unreservedly 
welcomes every legitimate investigation 6f welfare funds and their 
administration. 

The CIO pledges complete cooperation in the firm belief that the 
pitiless light of publicity should fall squarely on those who betray 
their trust in the handling of welfare funds, whether these betrayers 
be union officials, corporation officials, or insurance company officials. 

The CIO pledges its cooperation to all legitimae efforts on the part 
of law enforcement officials to make certain that proper punishment is 
meted out to these malefactors. The CIO, furthermore, will not 
delay action to prevent or remedy abuses until the case has heen 
formally established in the courts. Just as we did in expelling Com- 
munist unions, we will, in accordance with our own democratic proc- 
esses, take prompt and effective action on our own initiative against 
financial corruption by union officials. 

These statements have been taken from the report of the CIO stand- 
ing committee on ethical practices, approved by the 16th constitutional 
convention of the C ongress of Industrial Organizations. 

If I may, Mr. Chairman, I would like to submit for your considera- 
tion as part of the record the report of the CIO standing committee on 
ethical practices. 

Senator Doveras. Thank you very much. 
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(The document referred to follows :) 


REPORT OF CIO STANDING COMMITTEE ON ETHICAL PRACTICES 


16th Constitutional Convention, Congress of Industrial Organizations, Los 
Angeles, Calif., December 6-10, 1954 


CIO STANDING COMMITTEE ON ETHICAL PRACTICES 


Jacob S. Potofsky, Chairman 
Joseph Curran James G. Thimmes 
Arthur J. Goldberg, Director 


Part I. THe Facts 


The Congress of Industrial Organizations has always demonstrated deep 
concern with the ethical standards of our labor movement. 

For a number of years the CIO Convention has adopted a statement of ethical 
practices. The 1953 statement of ethical practices follows in part: 

“In previous years, conventions of the CIO have adopted statements em- 
phasizing the determination of the CIO and its affliated unions to wage war on 
unethical practices within and without the trade-union movement, and to take 
all necessary steps to emphasize the democratic rights of individual trade-union 
members. We reaffirm these statements of CIO policy as a fundamental basis 
for decent and effective trade unionism. 

“Departures from morality and high ethical principles are evil and harmful 
to society, regardless of the circumstances or surroundings in which they take 
place. Public officials who betray their trust and business men who use corrupt 
methods and bribery to gain their ends are both equally guilty of wrongdoing ; 
they can no more—and no less—escape blame for their actions than the racke- 
teers who prey upon the labor movement, seeking to use its respected organiza- 
tions as a front for nefarious personal gains. 

“Each American loses an essential part of his rights and privileges as a citizen 
wherever corrupt practices flourish. High ethical standards are essential to our 
democratic way of life and the well-being of our people. Freedom from political 
corruption depends upon freedom from both moral and legal guilt. 

“The CIO joins all decent Americans concerned for the future welfare of our 
Nation in expressing our unqualified opposition to such practices by individuals, 
corporations, special interests and organizations. 

“As for our part, we in the CIO are determined to continue those policies 
which have made our organization clean, decent and honest, and to keep it so. 

“We adopt this statement of principles on ethical practices and individual 
rights in the firm determination that our members shall not be denied their right 
to an honest, decent, democratic trade unionism singlemindedly devoted to 
the advancement of the interests of American workers and the welfare of the 
Nation. The strength of our dedication to this principle was demonstrated in our 
forthright action 3 years ago in expelling 11 Communist-controlled unions with 
a membership of almost 1 million. 

“We call upon other elements of our society—particularly all branches of gov- 
ernment and industry—to act with equal vigor against dishonesty and unethical 
practices wherever they may be found within their ranks. We ask them to 
join with us in attacking and stamping out racketeering and immoral elements 
in American life. 

“Morality is an individual as well as a social matter. An eternal vigilance by 
all segments of society against the weakening of moral standards within their 
ranks will bring a stronger democracy.” 

This statement of principle has never been a dead letter in the CIO. The 
officers and executive board of the CIO have implemented this statement as 
the occasion required. 

Recently the officers and board have given specific attention to the implemen- 
tation of the ethical practices statement in the field of welfare funds. 

This important area of union activity is one of vital concern to the CIO 
which pioneered in the development of welfare programs through collective 
bargaining. It was therefore natural that when the New York State Department 
of Insurance, investigating the administration of welfare funds in that State, 
disclosed that there had been in some instances abuses in administration on the 
part of leaders of a few local unions of a CIO affiliate, that the president of the 
CIO, Walter Reuther, moved promptly and forthrightly to rectify the situation. 
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President Reuther immediately sent a letter to President Max Greenberg of 
the Retail, Wholesale and Department Store Union calling upon him “to take 
prompt remedial action against the local officials involved in the malpractices 
disclosed at these hearings.” President Reuther also said that he would 
expect “a full report of the corrective actions taken by your union against the 
individuals named in these hearings and any others against whom there is a 
legitimate charge of racketeering or maladministration.” 

President Greenberg of the RWDSU reported to the October meeting of 
the CIO executive board as to what actions had been taken. As President Green- 
berg subsequently told the standing committee, the RWDSU “immediately took 
steps to protect the interests of the members of this handful of locals and also 
to demonstrate affirmatively that we in the RWDSU will not for one moment 
tolerate any abuses of moneys held in trust for the benefit of our members, 
Accordingly the five local unions were suspended and administrators were ap- 
pointed. Three of the locals acceded to the International's suspension order. 
In a fourth we had to take physical possession of the local offices, an action that 
was approved by the membership of the union at a meeting a few days later. 
The fifth local union was expelled from RWDSU for refusing to accede to the 
suspension and to the appointment of an administrator.” 

The international union executive board also adopted a resolution on ethical 
practices which commended President Greenberg for “taking effective disciplinary 
action” and condemning the abuses of local union funds. 

The executive board of the CIO gave careful and thoughtful consideration 
to the entire question of ethical administration of welfare and other union funds 


and unanimously adopted a statement on this subject. This statement 


is as 
follows: 


STATEMENT OF POLICY ON THE ADMINISTRATION OF WELFARE AND OTHER UNION FUNDS 


During the past several years, CIO unions have negotiated pension and welfare 
agreements with employers throughout American industry. 

This precedent-making development has brought tangible and substantial 
benefits to millions of union members and their families. Through the collective- 
bargaining process, the unions of the CIO have thus been responsible for a 
major assault on the hazards of insecurity arising from old age, death, disability 
and illness. 

Thousands of these welfare plans, achieved through collective bargaining 
processes, are now functioning. Hundreds of thousands of families have bene- 
fited, hundreds of millions of dollars in benefits have been paid out to workers 
and their families. People who might otherwise have suffered privation and 
want have been able to preserve their dignity, self-respect and standard of living, 
despite family catastrophe. These welfare plans are a testimonial to the vitality 
and flexibility of the collective bargaining process in the American free enter- 
prise system. > 

The administration of these welfare plans varies. Some are administered 
jointly by unions and employers; some by employers; some by the unions alone. 
Whatever the method of administration, the objective in all cases is the same— 
to provide the maximum benefits at the minimum cost to the workers and their 
families. It is a characteristic of all well-administered welfare funds that the 
cost of administration is a small nart of the total income of the fund. 

The vast majority of these welfare plans are administered as they should be, 
as a sacred trust on behalf of the beneficiaries. The CIO is proud of this record 
of constructive achievement on the part of its affiliates in this field of human 
welfare. 

We have been determined from the outset that the administration of welfare 
funds sha!l meet the highest ethical standards for the handling of fiduciary funds. 

Year after year, CIO conventions have reaffirmed, in our annual statement on 
ethical practices, our determination to prevent any corruption in the handling of 
funds belonging to, or held in trust for, our members or their families. 

We have said, and we now repeat, that there is no room in the legitimate labor 
movement for crooks or Communists. 

In the recent past. a few cases of financial corruption in the handling of wel- 
fare funds on the part of certain local officials have come to light. 

These situations, few as they are in relation to the whole picture, cannot be 
condoned. Evena few are far too many. They are shocking and disgraceful. 

We commend President Reuther for the prompt and effective manner in which 
he demanded and secured remedial action against these abuses, involving local 
unions of a CIO affiliate in the New York area. 
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We unreservedly approve his statement that the CIO does not recognize any 
autonomous right of crooks and racketeers to use the good name of the CIO as a 
cloak for their corruption. The CIO executive board will unhesitatingly use its 
powers, under the CIO constitution, to preserve the integrity of our movement 
and to keep it free from any taint of corruption. 

At the present time, several Federal and State agencies are investigating the 
administration of welfare funds. 

The CIO unreservedly welcomes every legitimate investigation of welfare 
funds and their administration. 

The CIO pledges complete cooperation, in the firm belief that the pitiless licht 
of publicity should fall squarely on those who betray their trust in the handling 
of welfare funds—whether these betrayers be union officials, corporation officials. 
or insurance company officials. There is no place in the labor movement for 
corrupt union officials, and they should ge to jail, along with every embezzler of 
welfare funds, regardless of position. 

The CIO pledges its cooperation to all legitimate efforts on the part of law en- 
forcement officials to make certain that proper punishment is meted out to these 
malefactors. 

The CIO, furthermore, will not delay action to prevent or remedy abuses until 
a case has been formally established in the courts. Just as we did in expelling 
Communist unions, we will, in accordance with our own democratic procedures, 
take prompt and effective action on our own initiative against financial corrup- 
tion by union officials. 

There is considerable discussion, as a result of recent revelations, of the need 
for remedial legislation. We have no illusion that a simple act of law will elim- 
inate abuses in this area, any more than laws against murder eliminate killings. 

There is, of course, no substitute for character and honesty in people in posi- 
tions of trust. There is no substitute for internal union vigilance to insure that 
union office is held as a trust by responsible individuals. 

Fair, thoughtful and well-considered legislatien, however—if inquiry demon- 
strates a need—can help minimize abuses in the administration of welfare funds. 

The CIO pledges cooperation to all legitimate inquiries as to the need for 
legislation ; and if legislation is demonstrated to be necessary, we likewise pledge 
full cooperation in formulating fair laws to help make certain that welfare 
funds are honestly administered. It goes without saying that the CIO will re- 
gard as inappropriate and antilabor any attempt to curtail the area of collective 
bargaining in this highly beneficial field of human welfare under the guise of 
preventing abuses in administration. 

The CIO executive board empowers and directs the president of the CIO to 
appoint a special standing committee: 

(1) promptly to investigate any charges or allegations of maladministration 
of welfare or other union funds within the CIO, and to report to the president 
and executive board of the CIO their recommendations for prompt remedial 
action ; and 

(2) promptly to formulate recommendations for standards for welfare funds: 
and if demonstrated to be necessary, for appropriate legislation to help make 
certain that welfare funds are honestly administered. 


* * * * * * * 


After approval of the resolution by the executive board, President Reuther 
appointed a standing committee on ethical practices consisting of Jacob S. 
Potofsky, president of the Amalgamated Clothing Workers of America, as 
chairman; Joseph Curran, president of the National Maritime Union; and 
James G. Thimmes, vice president of the United Steelworkers; with Arthur J. 
Goldberg, CIO general counsel, as director. Jack Barbash has assisted the 
committee as a consultant. The committee has likewise had the assistance of 
the CIO staff and of expert advice of staff members of various CIO affiliates. 

In compliance with the mandate given to it by the CIO executive board, the 
standing committee proceeded to do two things: 

(1) It circulated a questionnaire to affiliated international unions, 

(2) It prepared to hold a 2-day hearing. Both these moves were aimed at 
providing a factual background against which the committee could make recom- 
mendations to the 1954 CIO convention in Los Angeles. 

The questionnaire sought to secure information on the various aspects of the 
administration of health, welfare and retirement programs. It was divided into 
three major parts: 
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(1) International union information: the extent and nature of international 
union supervision and direction of bargaining in the field of health, welfare and 
retirement programs. 

(2) Health and welfare programs: the extent of union involvement and in- 
formation on aspects of administration such as selection of carriers, administra- 
tion of programs, finances, audits, etc. 

(3) Pension programs. The extent of union involvement in and information 
on aspects of pension administration such as how benefits are provided, trust 
administration, investment policy, reporting, compensation, etc. 

As this is written, responses to the questionnaire have been received from 30 
of the 32 international union affiliates of the CIO; and the expectation is that 
there will be a 100 percent response by the time the convention is convened. 

The questions and a summary of the replies to them from the various inter- 
national union affiliates are contained in appendix A of this report. 

The responses showed : 

(1) In general, health, welfare and retirement programs are negotiated 
jointly by the international and the local. A small minority, from the stand- 
point of the number of workers covered, are negotiated locally. 

(2) Most international unions supervise the negotiation of welfare plans 
through their general authority over contract provisions. Some of the larger 
international unions have specific standards relating to health, welfare and 
retirement programs. Most international unions rely on their general dis- 
ciplinary powers over locals to correct abuses if any are found. 

(3) Characteristically, CIO unions get technical advice through outside con- 
sultants; or, in the case of the larger unions, through staff specialists, usually, 
though not exclusively, in the research department of the union. 

(4) Overwhelmingly, CIO unions do not administer programs. By the same 
token most programs involving CIO unions are administered by employers or 
through employers by insurance carriers. However, there is joint administra- 
tion in one phase or another in a significant minority of cases. The selection 
of the carrier is for the most part in the hands of the employer and where there 
is joint selection it is typically encompassed in situations where Blue Cross or 
Blue Shield are named in the agreement establishing the program. 

(5) In most cases where the program is administered by the employer the 
unions were not furnished by the employer with sufficient facts to provide in- 
formation as to how the carrier was selected by the employer or on other 
significant financial aspects of the program. 

(6) The number of workers covered by health, welfare and retirement pro- 
grams negotiated by CIO unions are: 
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This represents the first time that this sort of information has heen gathered 
by a labor federation. The ClO standing committee on ethical practices is grate- 
ful to the various unions for their help and cooperation in assembling the 
statistics and transmitting them to the committee. 

Hearings Held in New York City 

In keeping with its conception that the membership of the unions and the 
public at large have a vital interest in this subject, the standing committee on 
ethical practices made public the questionnaire and the answers to all interested 
parties, including the press and the Government agencies and committee con- 
cerned with this problem. In addition, to help focus public attention on the 
problem and to obtain further information from a cross section of experts in the 
field, the standing committee on ethical practices conducted public hearings in 
New York City on November 22-23. 

The agenda consisted of statements by Hon. James Mitchell, Secretary of Labor; 
by committee members and by the directors; a round table discussion among 
CIO experts in the health and welfare field, insurance company spokesmen, 
independent insurance authorities; statements by outside experts in the field 
of social security and medical care, and spokesmen for a number of CIO unions. 

The following agencies and organizations had observers present at the hear- 
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ings: The Senate and House Labor Committees; the Department of Health, 
Education, and Welfare; the Chamber of Commerce of the United States and the 
New York State.Department of Insurance. 

The 2-day hearings were well attended by CIO and AFL union officers, 
insurance company executives and other business officials; and a considerable 
number of university professors of industrial relations and their students; and 
a substantial number of people from the general public. There was a very good 
turnout from the press and the hearings were reported in detail in the New 
York papers and in general throughout the country. 

Those who made presentations either orally or through a written statement 
(preceded by an asterisk (*) in the list that follows) were: 


*Arthur J. Altmeyer, social-security consultant and formerly United States 
Commissioner of Social Security. 
Hyman Blumberg, vice president, Amalgamated Clothing Workers of America. 
*John Brumm, Commission for the Nation’s Health but in his own behalf. 
James B. Carey as secretary-treasurer of the CIO and as president of the 
International Union of Electrical Workers, CIO. 
L. M. Cathles, Jr., secretary, group division, Aetna Life Insurance Co. 
M. C. Conick, C. P. A., executive partner, Main & Co. 
Joseph Curran, president, National Maritime Union. 
Harold Faggeu, consultant on union-negotiated health, welfare, and pension 
programs. 
Gilbert W. Fitzhugh, second vice president, Metropolitan Life Insurance Co. 
Bernard Greenberg, United Steelworkers of America. 
Max Greenberg, president. Retail, Wholesale Department Store Union, CIO. 
William Haber, professor of economics, University of Michigan. 
Paul A. Hawley, executive director, American College of Surgeons. 
N. E. Horelick, second vice president, Equitable Life Insurance Society. 
Murray W. Latimer, industrial relations consultant. 
Hon. James P. Mitchell, Secretary of Labor. 
Robert R. Nathan, consulting economist. 
Kenneth O'Dell, president of the Insurance Workers of America, CIO. 
Abraham Oseroff, president, Hospital Service Association of Pittsburgh. 
*Leo Perlis, national director, national CIO community services committee. 
Jerome Pollack, program consultant, UAW-CIO, social-security department. 
*Walter P. Reuther (read by Victor Reuther). 
Martin E. Segal, consultant, group welfare and pension programs. 
*James J. Shoaff, executive director, Amalgamated Life Insurance Co. (read by 
Miss Dena Wechter). 
J. M. Sullivan, general partner, Merrill Lynch, Pierce, Fenner & Beane. 
Joseph Swire, pension and insurance department, International Union of Elec- 
trical Workers, CIO. 
James G. Thimmes, vice president, United Steelworkers of America. 
John Tomayko, pension and insurance department, United Steelworkers of 
America. 
E. B. Whittaker, vice president, Prudential Insurance Co. 
*Edwin E. Witte, professor of economics, University of Wisconsin. 


The committee established the procedure at the hearings of permitting and 
indeed encouraging questions directed to the participants from the audience and 
the press. Both the audience and the press took full advantage of the procedure. 

The standing committee did not, of course, impose any conditions on those 
appearing or making written statements, nor should any inference.of committee 
endorsement be made by virtue of such appearance or statement. In addition 
to those who were invited, a number of those who appeared requested the oppor- 
tunity to speak, and in every case the opportunity was granted, in line with our 
policy of free and open discussion. 


Suggestions offered by witnesses at the hearings 

As a matter of interest the committee lists herewith a number of the sugges- 
tions and proposals offered by various witnesses at the hearings. 

It is important to note, however, that the standing committee on ethical prac- 
tices does not necessarily agree with these suggestions; and, indeed, disagrees 
with some of them. The committee’s own recommendations, based upon the 
answers to the questionnaire it circulated, the testimony of all witnesses at the 
hearing, and its independent study of the problems, are set forth in part II 
of this report under the heading entitled “Findings and Recommendations of the 
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Standing Committee on Ethical Practices of the CIO.” A summary of the sug- 
gestions offered by various witnesses to the committee at the New York hearings 
follows: 

(1) Full disclosure and publicity of all essential facts relating to all nego- 
tiated health, welfare, and retirement programs, including detailed reporting 
of salaries, expenses, fees, commissions and other significant expenditures, and 
indicating who receives compensation, how much, and for what purpose—such 
disclosure to go to union members and union officers of organizations affected, 
and/or published in union periodicals, and to the international union. 

(2) Complete audit statement, semiannually by outside independent auditors ; 
such statement to contain detailed breakdowns. 

(3) Specified minimum financial and accounting controls: 

(a) Contributions to the fund, as required in the trust agreement, to be 
duly recorded and currently deposited. 

(6b) Dual approval of expenditures and dual signatures on bank with- 
drawals by persons other than those approving expenditures. (Dual means 
two or more persons within the organization. ) 

(c) Investments to be made only if lawful at the time, for life-insurance 
companies in the domicile State. Purchases, sales, and exchanges of such 
investments to be approved by trustees. Access to and custody of invest- 
ments to be under dual control. 

(d) If plan is insured, carrier to be selected on the basis of competitive 
bids. Succesful bidder, not necessarily the lowest dollar bid, but actually 
the best and most responsible bidder, to be approved by the trustees. Car 
rier to warrant that no fee was paid directly or indirectly to any representa- 
tive of the parties. 

(e) If plan is self-insured, maximum rates allowable for hospitalization, 
doctors’ fees, surgical fees, laboratory fees, etc., to be determined by trustees 
annually. 

(f) Eligibility requirements to be defined explicitly in agreement as well 
as procedures in applying for benefits. 

(9) Benefit claims to be subject to review and approval by a claims com- 
mittee to be appointed from the trustees. Members of this committee not 
to have any responsibilities in making bank withdrawals. 

(h) Detailed record of accounts to be maintained in accordance with 
generally accepted principles of accounting, and to include as a minimum a 
cash receipts journal, cash disbursements journal, general ledger, invest- 
ment ledger, and membership eligibility record. 

(1) Travel and sustenance expenses to be so supported and detailed as to 
permit reasonable audit. 

(j) Salary and wage rates of fund employees to be approved by the 
trustees. 

(k) Periodic, but riot less than quarterly, statements of cash receipts and 
eash disbursements to be prepared in accordance with generally accepted 
standards of financial reporting. Such statements to be made available to 
each trustee, the union, the employer, and to the international or national 
office of the union, and such other interested parties under the circumstances. 

(1) A minute book of trustees’ meetings. 

(m) Fidelity bonds to cover trusted employees. 

(n) An internal audit by a committee to be appointed from trustees (or, 
alternatively, auditors of the international or national union) to main- 
tain vigilance over all financial transactions currently, in accordance with 
a uniform audit procedure to be prescribed by independent auditors. 

(0) Semiannual audits of the accounts by independent certified public 
accountants selected by trustees with approval of international or national 
union. Audit report to be furnished to the office of the international or 
national union, trustees, employer, local unions involved, and interested 
parties under the circumstances. 

(4) Carriers should be selected on the basis of competitive bidding. In secur- 
ing bids a union should avoid making commitments to agents or brokers. Suc- 
cessful bidder not necessarily the lowest dollar bid but actually the best and 
most responsible bidder. Other important points to be considered are admin- 
istrative and claim facilities. 

(5) The requirement where it exists that commissions must be paid or revert 
to the carrier should be eliminated insofar as group insurance is concerned, 
particularly where the agent or broker performs no service and where the parties 
themselves, that is the union and the management, design their insurance pro- 
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grams to meet their special needs and interests. Trustees should be able to deal 
directly with the home offices of the insurance companies. 

(6) Failing the elimination of commissions in group insurance there should 
be regulation of such payments. State insurance departments should require 
all brokers who receive commissions from group insurance to state so publicly. 

(7) A different view with respect to the payment of brokerage fees was voiced 
by the insurance companies. The insurance companies’ attitude ran along the 
following lines: “It was the energetic, inspired efforts of these agency forces 
which made the group insurance idea work and gave it the impetus which 
carried it so far. Direct contact between purchasers and home offices “particu- 
larly in the more technical phases plays a large part in setting up and servicing 
group insurance. The service of the agent should not be compensated directly 
in proportion to the size of the particular group but the compensation should 
decrease as the size of the group increases. Commissions are not an important 
eost factor in group insurance and the abuses have not arisen where normal 
commissions were paid.” 

(8) Insurance. agents who engage in unethical practices should be deprived 
of their licenses and insurance companies that condone or engage in such prac- 
tices should be put out of business. 

(9) All rebates and retention dividends should be made payable directly 
to the trust funds, the union, or the company. No rebates and retention divi- 
dends should be paid to any individual. 

(10) Outside brokers should not negotiate for the union. It is impossible 
for a broker representing trusteed funds to do arms-length bargaining with 
insurance companies. 

(11) There should be greater stress on self-insurance, particularly the devel- 
opment of pooled citywide and statewide programs by local unions in the same 
international, with the eventual creation of joint programs by local unions of 
many internationals. 

(12) On the other hand, one of the witnesses warned against “the creation 
of unnatural or artificial groups” under one set of master group insurance 
policies. He said a grouping should be a “homogeneous entity.” “A con- 
glomeration of different plans covering groups of divergent in interest” is likely 
to produce administrative and accounting problems which may offset savings or 
larger groups, according to this viewpoint. 

(13) Insurance underwriters of welfare funds should be required to file an 
annual report with State insurance departments setting forth all commissions 
and other fees paid on behalf of each fund during each policy year. 

(14) The problems that exist have been largely of the multi-employer type 
rather than of the single-employer. 

(15) According to one witness, insured plans already have a degree of super- 
vision by State insurance departments “which is absent in noninsured plans.” 
The committee should consider additional safeguards for noninsured plans. 

(16) Another witness said the cents-per-hour negotiated plan gives the em- 
ployees and the unions as their representatives “a more direct interest in the 
administrative costs of the program.” 

(17) When the carrier is jointly selected, the possibility of corruption he- 
comes negligible. 

(18) International unions should be vested with authority to exercise appro- 
priate supervisory controls over these funds. The regulation by international 
unions can go further than Government regulation. In addition the interna- 
tional can provide the necessary services to local funds which will assure not 
only ethical practices but efficient administration by way of access to the 
consulting services of actuaries, statisticians, doctors, and lawyers. 

(19) No recommendation should be made that will cast any reflection upon 
insurance agents engaged in their legitimate occupation of selling insurance and 
earning legitimate fees as compensation for so doing. 

(20) Suggestions concerning administration of funds: 

(a) Fixed ratios of administrative costs to fund income are not feasible 
because there is considerable variation in the problems which face the funds 
such as the number of employers, the number of workers covered, the kind 
of coverage, ete. 

(b) Employer representatives on joint boards have the same responsibility 
as do employee representatives for the honest and efficient administration of 
the funds. 

(c) Encouragement of further utilization of trust fund method of handling 
welfare funds. It has a great many disadvantages for the most effective 
utilization of the moneys available for employee benefits. 
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(ad) The insurance carrier should warrant the trustees that no fee was 
paid directly or indirectly to any of the parties involved in the insurance 
transactions. 

(e) A stronger union voice in the negotiation and administration of these 
programs is necessary to prevent practices narrowly within the law engaged 
in by some employers and insurance companies. The acitivities of unions 
have been a positive influence in eliminating these practices. 

(f) One witness suggested the union should not be interested in adminis- 
tration of plans if the benefits are good. 

(g) A witness suggested that trustees should serve without additional 
compensation accruing to them as the result of such trusteeship. 

(hk) Union officials should not serve as administrators of trust funds. 

(i) Counsel and accountants for trust funds should be approved by the 
boards of trustees and held accountable to them. 

(j) Trust funds, rebates, and retention dividends should not be used for 
any purpose whatsoever except for the purposes for which the trust funds 
were established. 

(21) Unions should undertake the following responsibilities in the field 


: (a) Clearing house activities on developments, statistics, and practices 
‘ in the field of negotiated health, welfare, and retirement programs. 

; (b) Training of union officers in the negotiation and administration of 
| these programs. 

\ (c) Familiarization of membership with what they are entitled to under 
: existing programs, how to get it, and what to look for in appraising the 
administration of their programs, 

; (d) Issuance of understandable reports on the programs which show in 
; significant detail income, expenditures and by whom received. 

: (22) Employer administered plans should have the same responsibility for 
j furnishing the union and the employees reports on income and expenditures as 
; above. 

(23) Proposals for legislation: 

: (a) Filing of specific data concerning group health, welfare, and retire- 
j ment programs, however administered whether employer, joint, or union 


only, with (according to various proposals) : 
I State insurance department 
II United States Department of Labor 

(b) Authorizing State insurance departments to investigate and examine 
books and operations of health, welfare, and retirement funds. 

(ec) Requirement for semiannual audit of funds. 

(d) Filing with State insurance department by insurance companies of 
commissions and fees paid in connection with each group policy for every 
policy year. 

(e) For most purposes at this point, self regulation preferable to 
legislation. 

(f) Requirement for bonding of administrators, keeping of minutes, and 
investment standards, condensed statement on fund to persons insured. 

(7g) Eliminate requirement where it exists for compulsory commission 
charges and permit insurance companies to reflect this in bidding. 

(h) Wholesale investigation of health, welfare problems including all 
elements—unions, employers, insurance companies, consultants, 
agents, and doctors. 

(t) Requirement that insurance company must disclose commission pay- 
ments to policyholders. 

(7) A requirement that all welfare funds register with the Department 
of Insurance. 

(24) Comment on the legislative approach to the welfare-program problem. 

(a) Trustees generally are subject to statutory and common-law require- 
ments. These are applicable to health, welfare, and retirement fund trustees 
and should be enforced. 

(b) At this stage, self-regulation is preferable to legislation. It may be 
that the presently aroused public concern is all that is necessary. 

(c) There should be no confusion between the administration of the bene- 
fit program and the trust fund. The abuses have for the most part been in 
the trust fund. By and large the welfare funds are trust funds rather than 
insurance operations and are therefore not fitting subjects for regulation by 

j State insurance departments. There is a danger in conflicting standards 
i that might prevail if funds running across State lines were subject to vary- 


brokers, 
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ing State regulations. There is also the danger that State insurance depart- 
ment regulation would restrict the freedom of the trustees of the fund in the 
selection and improvement of benefit programs. 

(d) There is no evidence that the elimination of corruption in health and 
welfare funds requires the elimination of union voice in these funds. On 
the contrary, effective joint participation will minimize the opportunities for 
shady and illegal practices. 

(e) At a later date possibly “police legislation” will be necessary such as 
maximum limits for administrative expenses of the funds, restrictions on the 
types of investments the trustees may make, actuarial valuation standards 
for pensions. It would not be desirable to enact such legislation now. 


Part II. FINDINGS AND RECOMMENDATIONS OF THE CIO STANDING COMMITTEE ON 
ETHICAL PRACTICES 


A. FINDINGS 


(1) The standing committee has relied on an unusually authoritative body of 
facts as the basis for its findings and recommendations. The staff has examined 
the relevant literature in the field and reported on it to the committee; the ques- 
tionnaire referred to above has provided a review of the practices of CIO unions 
in health, welfare and retirement programs. The hearings gave the committee 
an unusually penetrating insight into the complex problems posed by these 
programs. 

(2) The extension of collective bargaining interests to the field of health, 
welfare and retirement programs is perhaps the most significant development 
in industrial relations of the post World-War II period. These negotiated plans 
have undertaken to fill a serious gap in community resources for the protection 
of the individual against the hazards of ill health, old age and unemployment. 

(3) The significance of these negotiated plans is stressed by the notable in- 
adequacy of Government benefits to deal with these problems. And here again 
the labor movement is performing a historic task in a democratic society, by seek- 
ing to deal with social problems through the medium of voluntary organizations. 
As the CIO has said in other places, these voluntary efforts at best are far from 
adequate to deal with the total problem of health and old age, and our concern 
with improving the administration of health, welfare, and retirement programs 
should not be construed as lessening our conviction that the Government responsi- 
bility is fundamental in this field. 

(4) It would be nothing short of tragic if the dishonesty and chicanery prac- 
ticed by a few individuals were to obscure the monumental contribution of these 
health, welfare, and retirement programs to the security of people who work for 
a living. 

And the fact is, virtually everybody who has had anything to say on the sub- 
ject has said that the incidence of such dishonesty and shady practices is iso- 
lated to a few local situations. The vast majority of these programs have been 
efficiently, honestly, and conscientiously administered. 

We reiterate, however, the position which the CIO has taken from the very 
beginning of the revelations of maladministration. Even though these instances 
are few and local it does not lessen our obligation to eliminate every oppor- 
tunity for such dishonesty, to remove the evildoers from the labor movement, 
and from the business community; and to exercise every caution against the 
repetition of such instances. 

(5) The CIO is concerned with more than actions that may be technically 
illegal. There are practices which may be technically legal but which merit 
condemnation and extermination on the ground that they violate the basic 
tenets of trade-union ethics and morality. Indeed, it is the concept of ethics and 
morality that has provided the motivation for the initiation of these programs 
in the first place and the effective administration of these programs in the 
overwhelming number of cases. 

The CIO will move to root out any practice in the administration of these 
health, welfare, and retirement programs which makes it possible for individuals 
to derive unjustified personal profit or advantage from the administration of 
such programs. As far as unions are concerned, we must rely both on trade- 
union morality and our own internal high standards to keep our programs beyond 
reproach. What we count on as our greatest asset is the dedication of millions 
of union members and their elected leaders to the great cause that the labor 
movement represents. 
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(6) The recommendations that follow are concerned with standards of ad- 
ministration which, if adopted by this convention, will constitute CIO policy 
in this field for affiliated unions. The problem of legislation, if any, will be the 
subject of a forthcoming report by this committee. 

(7) We want to make it clear that the recommendations which follow are 
not meant to deal with the content of health, welfare, and retirement programs 
In this highly fluid area of collective bargaining, there are no blueprints for 
health, welfare, and retirement programs that can be drawn for all unions at 
all times in all places. The historic autonomy of the international unions to 
run their own collective bargaining affairs, is not impaired by 
mendations. 

The focal point of these recommendations is the administration of health, 
welfare, and retirement programs; and within the framework of administration 
we seek to set down recommendations that will make for better administered 
programs without in any way affecting the content of the programs. It is also 
fair to say that these recommendations represent the overwhelming consensus 
of the expert advice and guidance which the committee has received from all 
sources inside and outside of the labor movement. 

(8) The recommendations that follow are in the first instance necessarily 
directed at CIO affiliates with substantial administrative responsibility in con- 
nection with health, welfare, and retirement programs. This does not mean 
that only such CIO affiliates are concerned. On the contrary, we believe that 
the standards set forth in the recommendations can be studied with value by 
all the other elements in the health, welfare, and retirement field. 

The CIO is determined to take all necessary steps needed to insure that health, 
welfare, and retirement funds are administered in accordance with the highest 
ethical standards. This is essential to the well being of the men, women, and 
children who are the beneficiaries of these beneficent programs. 

The CIO is determined that these programs shall be clean, decent and honest 
and that they shall be Kept so. 


these recom 


RECOM MENDATIONS 


(1) The trustees or administrators of health, welfare, and retirement pro- 
grams, whether union, company, or joint, and all others exercising responsibility 
in connection with such programs, have the obligation to make sure that maxi- 
mum benefits are provided from the money available. These plans should be 
administered as a sacred trust on behalf of the beneficiaries. Their administra- 
tion should meet the highest ethical standards for the handling of trust funds. 

(2) All welfare funds should be audited at least semiannually by inde- 
pendent certified public accountants who should certify that the audits fully and 
comprehensively show the financial condition of the funds and the results of 
the operation of these funds. 

(3) There should be full disclosure and report to the beneficiaries at least once 
a year by the trustees or administrators of all pertinent facts concerning the 
administration of welfare funds, including detailed financial reports and audits 
which shall specify the salaries, expenses and fees paid in connection with the 
administration of the program, to whom paid, and how much and for what 
purpose. 

(4) Persons occupying full-time paid positions with unions or companies 
should not receive additional compensation for acting as trustees or adminis- 
trators of their own organization’s health, welfare, and retirement funds. 

(5) Where welfare benefits are carried through an insurance company, the 
earrier should be selected through genuinely competitive bids on the basis of 
the lowest net cost for given benefits provided by a responsible company. The 
company should warrant that no fee has been paid directly or indirectly to any 
representative of the parties in connection with the coverage provided. 

(6) The insurance carriers should be required to file statements with the 
trustees or administrators of welfare programs specifying claim experience, 
commissions paid by the carriers, to whom paid, retentions, and amounts of 
dividends received and to whom paid. This information should be made avyail- 
able by the trustees or administrators to the beneficiaries. 

(7) Brokers performing no service in connection with insurance coverage for 
welfare programs should receive no commissions or other fee payments. Laws, 
if any, requiring such commission payments should be repealed. Savings result- 
ing from nonpayment or unearned commissions should be utilized for greater 
benefits for the beneficiaries of the program. 
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(8) International unions which negotiate welfare programs, or whose locals 
negotiate such programs, should: 

(a) Establish and enforce specific standards and conditions of perform- 
ance relating to health, welfare, and retirement programs incorporating 
the foregoing recommendations. 

(b) Have expert advice available for the negotiations and administration 
of such programs. 

(c) Provide for both internal and independent audits of welfare programs 
administered by locals and other subordinate bodies in order to insure 
proper administration. 

(d) Provide training programs for union representatives in the techniques 
and standards of proper administration of welfare programs. 

(e) Carry on educational programs for the members, who are the bene- 
ficiaries of such programs, as to the content of the programs and their 
rights thereunder. 

(f) Act promptly to correct abuses in the administration of such programs 
wherever abuses occur. 


CONCLUSION 


This is only the first report of the standing committee. There will be additional 
reports including one dealing with legislative proposals. And, of course, the 
standing committee stands ready at all times to discharge its mandate “promptly 
to investigate any charges or allegations of maladministration of welfare or 
other union funds within the CIO.” 


APPENDIX I, SUMMARY OF RESPONSES TO QUESTIONNAIRES BY CIO COMMITTEE 
ON ETHICAL PRACTICES 


Survey of administration of health, welfare, and retirement programs 


The following is a question-by-question summary of the major tendencies 
shown by the responses to the questionnaire circulated by the committee to all 
affiliated CIO International unions. As of November 19, responses were received 
from 30 out of the 32 international union affiliates. 


PART I, INTERNATIONAL UNION INFORMATION 


(1) How are health, welfare, and retirement programs negotiated? 


Negotiation of plans is almost equally divided between those negotiated by 
the international union and those negotiated jointly by the international union 
and the local. About 15 percent, by workers covered, are negotiated locally. 
These are characteristically, although not exclusively, in the industries where 
small employer units predominate. 


(2) and (3) Does the international union prescribe standards, regulations, con- 


trols, supervision, for health, welfare, and retirement programs? When yes, 
how is above exercised? 


More than two-thirds of the international unions prescribe standards. Typi- 
cally, the standards and controls relate to the supervision of contract negotiations 
by international unions generally. About six of the larger unions appear to 


enforce and apply standards specificaliy related to health, welfare, and retire- 
ment programs. 


(4) and (5) Specifically, if plans are locally negotiated, does international union 
have the right to audit, approve contracts, approve plans, etc.? What is the 
authority of the international union to correct abuses found? 


A large majority of international unions rely on their general disciplinary 
and supervisory authority over locals to enforce controls and correct abuses where 
they may be found. A few international unions have remedies specifically tail- 
ored to health, welfare, and retirement programs. In this latter category, several 


international unions enforce their policies through the union trustees and joint 
boards of trustees. 


(6) How does the union, including locals, get technical advice on these programs? 


Characteristically, technical advice is provided through the medium of outside 
consultants. Less characteristically, but not infrequently, technical assistance 
is furnished through full-time staff technicians, usually the research department 
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of the union. The large unions have full-time technicians specializing exclusively 
in health, welfare, and retirement activities. In several unions technical advice 
is provided both by staff people and outside consultants. 


PART Il. HEALTH AND WELFARE PROGRAMS 


surance and accidental death or dismemberment, sickness and accident, hos- 
pitalization, surgical and medical. Retirement income programs are covered by 
part III of this questionnaire. 


The questions in this part deal with plans providing benefits such as life in 


(7) Does your organization negotiate jor the follon ing types of be nefits? 


Number of 


Benefit workers covered 
(a) Life insurance_______- ‘ia atk Sica i Al aaitacs it rcecaieaod au ii 
(b) Accidental death or dismemberment wiinciiesi . 2, 233, 000 
(c) Sickness and accident____..--____~_- . - _.. 4, 495, 000 
(@) Hospitalization .........- a : es Siianechsisitieunstaitiennt so a ee 
TO call ; mater nue 2, S01, OOO 
ar a ; Staal ss nelacalaidaeiiil 2, 221,000 


(8) Are the above benefits provided through contracts with insurance carriers 
(including Blue Cross, Blue Shield, or other nonprofit hospital or medical 
plans) ? 

Overwhelmingly, the benefits are provided through insurance carriers includ- 
ing Blue Cross, Blue Shield, or other nonprofit hospital or medical plans. 


(9) and (10) If benefits are not provided through insurance carriers, specify 
how provided. (Self insurance or others.) Where benefits are provided 
through insurance carrier, who selects the carrier? 

A considerable majority of the workers are covered by plans in which the 
carrier is selected by the employer. <A lesser number of workers, but still siz- 
able, are covered by plans in which the carrier is selected jointly by the em 
ployer and the union. Most of this group is accounted for by situations in 
which nonprofit health plans like Blue Cross and Biue Shield are specified in 
the collective agreement. If this element were excluded then joint selection 
of the carrier would appear to be small. 

The carrier is selected by the union exclusively for fewer than 3% of the 
workers covered by such plans. 


(11) and (12) If the union has a voice in the selection of the carrier, either 
directly or through joint trustees, what is the basis for selection? (Competi- 
tive bidding, etc.) If employers select insurance carrier, is the basis for 
selection known? 

Where the carrier is selected by the employer the overwhelming majority of 
the respondents did not know on what basis the carriers were selected. Where 
there is joint selection, or union-only selection, competitive bidding was listed 
as the main basis for the vast number of cases. 


(13) and (14) Does the union administer any programs? If the union has any 
voice in the administration, in what areas? 

Union administration of health and welfare programs is infrequent and in 
terms of workers covered, fewer than 3%. Unions, however, have some voice in 
these programs short of administration. The most common is the processing 
of grievances or appeals arising in connection with benefits. Less frequent, but 
significant, is union participation in the handling of claims. Comparatively 
rare, is union participation in the disposition of dividends or other surpluses, 
Where there is such participation, it is likely to be in situations where the 
program is negotiated on a cents-per-hour basis. 


(15) Does the union receive reports on the program with respect to the follow- 
ing: Claims experience, dividends, size of insurance company reserves, 
amount of insurance company retention, amount of commissions paid and 
to whom? 


Unions receive reports on the operation of the programs when they are jointly 
administered or, of course, when they are union administered. Unions receive 
full reports when the plans are negotiated on a cents-per-hour basis. The re- 
porting in other than union-only or jointly administered plans is spotty; and 
the most frequently indicated gaps for lack of information are data relating 
to amount of commissions paid and to whom paid. 
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(16) and (17) Does union or union representatives, including trustees or mem 
bers of joint committees appointed by the union, receive salary and/or 
expenses incurred in connection with the plan? When yes, specify basis on 
which paid. 

Overwhelmingly, union representatives do not receive salaries or expenses 
incurred in connection with plans. When there is reimbursement, it is to local 
union people on a lost-time basis. The reimbursement is typically not from 
the health and welfare fund, but from employers and/or unions. 


(18) Where union participates in administration are accounts audited by in- 
dependent auditor? 


There is provision for independent audits in every union administered plan 
reported to us. 


(19) Where employer administers program, are accounts audited by independent 
auditor? 


The majority of respondents did not know whether or not there was provision 
for independent audit in employer administered plans. In only one Case was it 
indicated that there was no independent audit. In about one-third of the cases 
the respondents were able to say that there were independent audits. 


(20) Are full-time personnel hired in the administration of these programs? 


Where unions are not involved in administration of programs, the respondents 
did not typically know whether or not full-time personnel were utilized, and in 
any case, had no hand in the selection of such personnel. Even where unions 
have a voice in administration, the utilization of full-time personnel appears 
to be rare. 


(21) What percentage of total income is expended for administration? Please 
estimate. 


The estimates of percentage of total income for administration in these re- 
sponses provide no basis for meaningful summary analysis. 


PART III. PENSION PROGRAMS 


The questions in this part deal exclusively with pension and retirement 
programs. 


(22) Number of employees covered? 

3,283,000. 

(23) How are retirement benefits provided? 

A very large majority of the workers covered by retirement programs (about 
75 percent) have their benefits provided through trust funds; about 20 percent 
through insurance companies and about 5 percent appear to be financed on a 
pay-as-you-go basis. 


(24) If retirement benefits are provided through a trust fund, how are trustees 
selected? 

Overwhelmingly, the trustees are selected by employers. In less than 10 per- 
cent, by workers covered, the trustees are selected jointly. There is no indication 
of any plan in which trustees were selected solely by the union. 

(25) If retirement benefits are provided through insurance, what method is used? 

Prevailing retirement benefits when provided through insurance carriers are 
in the form of group annuities and deposit administration. With the exception 


of one large union in special circumstances, individual policies are of negligible 
importance. 


(26) and (27) If retirement benefits are provided through insurance, who selects 
the carrier and form of policy? If retirement benefits are provided through 
insurace, does union have a voice in disposition of dividends? 

Insurance carriers for retirement programs are selected by the employer in a 
large majority of plans. In a few instances, the carrier is selected jointly. 
Overwhelmingly, the union has no voice in the disposition of dividends in these 
programs. 
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(28) If union participates in administration of trust fund or retirement program, 
do union trustees or union have a voice in: payment of benefits, authorizing 
administrative expenditures, selection of administrative personnel, 
disposition of surplus moneys, investment of funds? 


Where there are trustees representing the union, such trustees characteris- 
tically have voice in all of the functions listed in the question. 


ij any, 


(29) Does union participate in the handling of grievances relating to pension 
program? 

Uniformly, union representatives participate in the handling of grievances re 
lating to pension programs. 

(380) and (31) If union participates in administration of trust fund, or retire- 
ment program, are accounts audited by outside auditors? If there is no union 
participation in administration of trust fund or retirement program, are 
accounts audited by outside auditor? 

In the plans where the unions participate in administration of retirement pro- 
grams, there is provision for independent audits. Where the unions do not par 


ticipate the respondents did not know for the most part whether there were 
independent audits or not. 


(82) and (33) If union participates in administration of trust fund, is distribu- 
tion of investment known? Where union does not participate in administra- 
tion of trust fund, what is distribution of investments? 


The responses to this question did not yield results which lend themselves to 
significant summary. 

(34) If union participates in determination of investment policy or trust fund or 
retirement program, is professional investment counsel used? 

Where the unions participate in determination of investment policy, the services 
of professional investment counsel are commonly utilized. 

(35) Does union receive reports on operation of retirement program? 

Characteristically, unions receive fairly comprehensive reports on retirement 
programs. Ina relatively few cases, it was indicated they they did not. 

(36) Does union or union representatives (including trustees or members of joint 
committees) receive salary and/or expenses incurred in connection with 
retirement plans? 

Unions and union representatives did not receive salaries or expenses incurred 
in connection with retirement plans except for local union people in a few cases 
who may receive reimbursement for time lost from work and this reimbursement 
is made normally by the employer and/or the union. 

(37) Are full-time personnel hired in the administration of these programs? 

Full time personnel is employed in connection with the administration of these 
programs but the extent of such employment in plans not involving the union in 
administration, is not generally known. There are full time personnel in the 
joint programs but this on the whole appears to be rare. 

(38) What percentage of total income is erpended for administration? 

The answers do not provide a basis for adequate summary. 


Mr. Barsasu. The proof that the CIO means business in this field 
is supported by the establishment of the standing committee on ethical 
practices and by the vigorous action which the CIO has taken to root 
out corruption and dishonesty in the few instances in which it has 
come to light. 

What follows are the summar y replies to the specific questions raised 
by the subcommittee in connection with this hearing: 

1. Comments and criticisms of the recent interim report of the sub- 
committee : The subcommittee report is fairminded in exploring some 
of the major issues involved in the administration of welfare funds. 
We think that it focuses attention on all of the major institutions in the 
picture. 
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We do, however, have three major criticisms to make of the report: 

(a) The lack of awareness in the report that there are types of 
administration other than joint union-management, and that, indeed, 
these other types of administration—specifically, plans unilater ‘ally 
administered by employers—may very well be more important nu- 
merically than are the union-management administered plans, and 
they undoubtedly cover a far larger number of employees. 

If I may deviate from my statement a minute to footnote th: at, Mr. 
Chairman, on table 1, page 4 of your report, the total number of poli- 
cies by unions come to 1596. I took an informal count of the number 
of policies in which 3 of our largest affiliates are involved in as a 
result of collective bargaining, and we came out with a figure that is 
perhaps twice as large for these 3 unions as the total which you indi- 
cate here. 

Senator Dovcias. You come out with 3,100? 

Mr. Barsasu. 3,600, as a matter of fact. 

Senator Doveas. And this report gives you 292 ¢ 

Mr. Barsasu. This report gives you 1,596. 

Senator Doveuas. That is for ali unions? 

Mr. Barrasn. Yes. 

Senator Doveras. But for the CIO, 292? 

Mr. Barsasn. Yes, sir. Now, I suspect that what has happened is 
what has not been stated very clearly, that the report covers only the 
so-called jointly managed funds, which is not clear either, because in 
the paragraph just above this, it says “The subcommittee obtained 
replies to questionnaires on all union welfare plans and funds pur- 
chasing all or part of their benefits from commercial insurance com- 
panies.” 

Well, I am not sure I know what a union welfare plan is, because 
with the exception of those that are not eligible under the Taft-Hart- 
ley, you don’t have a union welfare plan. It is just as accurate to call 
it a management welfare plan. 

Mr. Lerce. Mr. Barbash, I think I can clear up the difficulty eee. 
At the time that we began our investigation in June of last yea 
another congressional committee was engaged in a similar study aol 
had already directed a questionnaire to the insurance industry, all in- 
surance companies in the United States writing union group business, 
so called. 

Now, that questionnaire called for a listing of all group insurance 
policies issued as a result of collective bargaining to union welfare 
funds, and jointly administered welfare funds. 

I think what they were driving at was the jointly administered 
type. They wanted questionnaires reciting the experience of a policy 
issued to a jointly administered welfare fund. 

Mr. Barszasn. My point is that I think that it is not clear from 
this table or from the accompanying text that the material you have 
in this table is extremely limited in scope. It purports almost to be a 
study as the statisticians would put it—of the universe, 
when in fact, as you see from internal evidence, it is not. I think it 
would be a little absurd to say that CIO unions have 292 policies, 
whereas, independent unions have 118 policies. 

Mr. Lerce. We probably should have stated, Mr. Barbash, there 
are 1,596 policies representing insurance policies issued to a jointly 
administered fund. 
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Mr. Barpasu. I agree with you. 

Mr. Lerce. I might say that the reason we did not change the 
questionnaire was that we only had 6 months to do this job. The 
insurance industry had spent considerable money, as I understand it, 
preparing the questionnaires, and we contented ourselves with the 
questionnaire. 

Senator Doveras. Do I understand, then, that this table does not 
include funds which are administered by unions, but insured by insur 
ance companies; funds administered by employers, but insured by in- 
surance companies; self-insured funds, and those whic h provide bene- 
fits through nonprofit medical service corporations / 

Mr. Barzsasn. That is right. 

Senator Dove.as. So there are four excluded groups / 

Mr. Barpasu. Yes, sir; and this, Mr. Chairman, because of the 
tendency to read the report as being a comprehensive one, creates 
an impression of universality, which I think is not justified by the 
scope of the questionnaire. 

Senator Doucias. I am very glad to get that caution, but cer- 
tainly—there was a footnote which restricted the meaning of the 
table at the bottom of page 4. 

Mr. Lerce. Yes. 

Mr. Barsasu. Mr. Chairman, you are an expert in other connec- 
tions in footnotes, and the footnotes get lost. 

Senator Dovuetias. That is right. In the fine print. 

Mr. Barpasu. May I continue, sir ? 

Senator Doveias. Yes. 

Mr. Barpasn. The failure of the report to indicate the criteria 
used by the subcommittee in appraising the quality of administration 
of the 29 plans studied and, moreover, the inadequate factual sup- 
port for the judgments reached with respect to each plan. 

Some of the practices characterized as reprehensible do not seem 
to be necessarily so on the basis of the facts provided in the report. 

Senator Doveras. Would you develop that a little bit, Mr. 
Barbash ? 

Mr. Barpasn. Yes,‘I will. At various points throughout the re- 
port, figure estimates are used of the ratio of administrative expenses 
to total costs. We have one in which 7 percent is characterized as 
reasonable; another one in which 12 percent is characterized as un- 
reasonable. 

Now, without knowing what the content of this administrative 
cost figure is, I submit that we are not in a position to say whether 
they are unreasonable or not. For example, the 7 percent figure can 
be reasonable if it includes the administrative costs of the insurance 
company which need to be included, because in any arrangements 
you will have the administrative costs of the trust fund. 

You will have the administrative costs of the insurance servicing 
the fund, and 2 percent can be unreasonable, Mr. Chairman, if the 
insurance company does most of the work for the trust fund. Ten 
percent can be reasonable if the insurance company does not, and then 
there are a complex of factors which enter into determining whether 
administrative costs are reasonable, such as the number of employers 
covered, the number of employees, the eflicient processing of claims, 
the well, the problem is, in many of these multiemployer funds, 
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where you have to have an auditing force to visit each employer to 
make sure that his contributions are according to the contract. 

Well, this kind of operation can jack up the administrative cost, and 
unless we know what this figure includes, it is not helpful in determin- 
ing what an administrative cost ratio is. 

Senator Doucias. The problem is: What would you say to an in- 
surance fee of a flat 10 percent on all premiums paid to an insurance 
broker? Would you regard that as a proper expense ! 

Mr. Barpsasu. Gosh, I don’t know. I would like to know what it 
includes. 

Senator Dovue.as. Placing of the insurance. 

Mr. Barsasu. Ten percent for a policy of $7 million would be ex- 
cessive. Ten percent on a policy of $25,000 might not be, but you 
sannot—and I think it is deceptive, Mr. Chairman, to use rigid admin- 
istrative cost ratios unless we know what they make up and unless 
we know what kinds of problems the plan is confronted with. 


Senator Dovue.as. I am just trying to get your thinking on this 
point. 


Mr. BarpasH. Yes. 


Senator Doueias. What would you say to the payment of an ad- 
ministrative fee to union officials for the approval of benefits if it 
should develop that the work is done on union time and out of the 
ordinary expenses of the union? 

Mr. Barsasn. It is wrong, and moreover, not only is it wrong, but 
we have said so, and in the recommendations and regulations promul- 
gated by the CIO, we have said that no union official or anybody 
else, for that matter, who is on a full-time position with the union 
should receive 1 cent of additional compensation from an insurance 
company or from anybody else, and I call your attention to item 4 
on page 18 of our report. 


Persons occupying full-time positions with unions or companies should not re- 
ceive additional compensation for acting as trustees or administrators of their 
own organization’s health, welfare, and retirement funds. 

Senator Doueias. So that if any payment is made for administra- 
tive purposes, do you feel it should be made to the union, and then 
the union can compensate those actually engaged in the administra- 
tion ? 

Mr. Barrsasn. I am not sure I know the answer to that one, Mr. 
Chairman, because I think it depends on the circumstances. 

By and large, speaking personally, I do not think that a union’s 
funds should be commingled with the funds of the health and wel- 
fare fund. I think that if special administrative arrangements are 
necessary, then it should be a legitimate expense of the trust fund, if 
this is the kind of scheme. 

We have no official position on this policy, but by and large, the 
tendency of our union is to absorb the cost of servicing the health 
and welfare plan in the normal costs of the union, and not make it a 
charge upon the trust fund, just as I know that in many companies, 
this practice exists of not charging 

Senator Dovcias. But the payment by an insurance company to a 
union official of a sum.of money which is in excess of his salary, you 
regard as an unethical practice? 

Mr. Barrasu. I regard it as unethical, all things being equal. 

Senator Dovetas. Mr. Cruikshank, would you agree with that? 
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Mr. CrurksHank. Yes: I certainly would. I think what we are 
getting at here is basically the disapproval of paying a person for the 
same thing twice, and if what he is doing is a service to his umon 
members for which he is presumably being paid while he is on a full- 
time salary basis with the union, then he shouldn’t be paid for doing 
that same thing again. . 

Likewise, management fees shouldn’t be paid twice. Some of the 
inquiries show that agencies have been paid for doing what the in- 
surance company was supposed to do according to its contract, and 
somebody was getting paid twice for the same thing, and I think it 
is wrong wherever it occurs. It is certainly wrong for a union officer 
to do it. 

Senator Dove.as. Do you think that a union official should be an 
insurance agent, and have the decision as to where the policy should 
go and then collect a premium for himself or percentage for himself 
on the premiums ? 

Mr. CretksHAnk. Well, certainly a situation of that kind puts a 
person in a delicate position. I don’t think that he should be an 
agent—lI think we would have to be careful in saying that at no time 
should a union official be an insurance agent under any circumstances. 
When we say “union officials,” we include a large number of small part- 
time people or nonpaid people, for example the business agent of a 
small union somewhere, and I wouldn’t just want to say blanket that 
he should under no circumstances represent an insurance company. 
But where he is exercising his authority or influence as a union official 
in a contract under question, in the intent of the people that he is rep- 
resenting as a union official, in such circumstances, I would say he 
should not serve as the agent of any insurance company. 

He should do what a Congressman or judge does: disqualify himself 
in a particular case where his own interest is involved. 

Senator Doveias. Otherwise, he would be serving adverse interests. 

Mr. CrurksHank. That is right. 

Mr. Barsasn. And that is the problem, I think, in large part. The 
conflict of interest which comes about from a person who is supposed 
to exercise his best judgment in buying the best kind of insurance on 
behalf of the trust funds or on behalf of the union or on behalf of 
management cannot properly exercise that best judgment if his judg- 
ment is inhibited by a return from an insurance company. 

My final point of criticism is this: A general doubt as to the repre- 
sentative character of the cases studied and the method by which the 
specific cases were selected. This unrepresentativeness can give a mis- 
leading impression of the magnitude of the problem of corruption in 
the administration of welfare funds. 

With all respect to Mr. Leece, for whom I have a great personal 
regard, it looks to me, I must say, as if there was an emphasis on the 
horrible examples. Now, let me give you an illustration of that, Mr. 
Chairman. 

In Chicago, you would have to overlook the total situation not 
to pick up one of the large mass-production funds. You have got 
steel; you have got auto; you have got all of these large mass-pro- 
duction industries there, and as far as I can tell from the internal 
evidence in the description of the case histories, none of these larger 
plans are included. 
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Senator Dovetas. I think Mr. Leece should have the opportunity 
to answer that. 

Mr. Leecr. Well, I have already made a statement for the record 
as to the approach that was used by the staff and in further reply to 
the criticism, Mr. Barbash, I think it only fair from the staff’s 
standpoint to say that we did a rather thoroughgoing investigation 
of a national program covering approximately 60,000 workers, which 
has not been reported, but which will be the subject of a later report, 
as we said in this report. 

It gives evidence, I think, generally of the things that plague the 
employee-benefit program from the standpoint of the trade-union 
movement, the management and the insurance industry. 

Mr. Barpasu. I think you appreciate, Mr. Leece, and Mr. Chair- 
man, that the point that 1 am making really goes to the concept of the 
Pure Food and Drug Act, that you state on the label the contents of 
the liquid, and that good procedure, so that the reader can under- 
stand the implications, requires that the contents of this document 
be fully stated and its limitations noted. 

Our criticism is that at many points the limitations of the data 
are not fully noted, and as I said at the outset of my remarks, this 
does not in any way impugn the impartiality or the fairness with 
which you approached the problem. 

If I may say so, I think it is due to the fact that you did not take a 
full view of the problem and took a limited view of the problem. 
That is what I think. 

Senator Doveias. Of course while I had nothing to do with the 
preparation of this report, I think in justice to the staff it should be 
pointed out that they had a limited amount of time, that they wanted 
to be thorough in each case that they took wp and in the main confined 
themselves, as I have said, to a small sector of the problem, namely, 
jointly administered local health and welfare plans, leaving out pen- 
sions, leaving out employer-administered plans and union adminis- 
tered plans. 

Mr. Barnasn. No, Mr. Chairman, I do not want my remarks to be 


construed as taking the heat off those plans that are really dishonestly 
managed. 


Senator Dovetas. I understand. 

Mr. Barsasu. But it would do our cause no good if we confuse 
efficiency with honesty. We make a judgment on efficiency, then it 
should be clearly stated that that is a judgment on efficiency and not 
on honesty. I think we have to make a distinction between those 
kinds of criticisms. 

Senator Dove.as. Certainly. We welcome these criticisms very 
much because I am sure the staff has done its best, but we want to do 
still better. 

Mr. Crurksnank. Mr. Chairman, Mr. Barbash has raised a ques- 
tion which I think runs to the same point Mr. Cliffe raises. It does 
seem to me there is just a little matter of labeling here which the 
staff didn’t perhaps do full justice to. On the bottom of page 9, for 
example, where they say— 


The subcommittee cannot emphasize too strongly the 


29 plans examined rep 
resent only a mere fraction of the several thousand, 


doesn’t quite meet the need. While they represent a mere fraction, 
1 think if they had had this criticism before them at the time, they 
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would have said “and it 1s also clear that they are not a fair sampling 
and didn’t attempt to be.’ 

Mr. Leece. I would agree with you, Mr. Cruikshank. It would 
probably have been a better record if we had indicated what the 
worker coverage was for the 29 programs, and number 2, what our 
approach was, as I have stated here this morning. 

We made reference to neither in the report, and it might have been 
a more effective report had we done so. 

Mr. CrurksHank. I think if they had just indicated that they 
didn’t go into that kind of plan and this kind of plan, and were not 
attempting to state, that this did not represent a sound statistical 
sample, they would perhaps have done themselves more justice. 

Senator Dovenas. I think that we would all be ready to admit for 
the record that it is not claimed that this is necessarily a representa- 
tive sample. I have watched these men work and I have contidence 
in their integrity, and I think the statements which they made about 
the 29 plans are honest and true statements. 

Mr. Blomquist of Marsh & McLennan, do you have any comments 
to make / 

Mr. Bromautist. Just a very brief comment, sit 

In the concluding section of the report, page 44, there is in the sec 
ond paragraph a rather brief comment regarding commissions and 
service fees, that they be set on a reasonable and uniform basis. 

I think the case studies that appear certainly support that com 
pletely. 

We would, however, like to have seen a little more elaboration on 
just whi: at might be ssnniined reasoni able or unreasonable, 1 recogeniz 
ing that di fferent brokers or consultants may perform somewhat dif- 
ferent operations in serving trustees with regard to these programs. 

In some cases I think the brokers probably simply assist in the 
selection of the carriers. In other cases their services may go beyond 
that point. I think it might be detrimental to the operation of wel- 
fare funds if it were laid down on some standardized basis that no 
more than so much commission or service fees or compensation should 
be received. 

It should be related to the services performed. 

Senator Dovueias. That is a very good comment. I want to make 
it clear that I did not participate in the drafting of this report. I feel 
sufficient loyalty to the staff so that I find myself engaged in defending 
them, and I think properly so. I am confident the reason they did 
not state what the percentages should be, the very fact that you have 
mentioned—that they did not want to make arbitrary and premature 
judgments, but that they had some experience that there seem to be 
excessive fees paid by some companies, that was the reason. So I 
think this was an attempt to observe the caution which you counsel. 

But I would like to point out on page 23 that there was one carrier 
which retained approximately 28 percent of the premiums on a $2 
million program, which at least seems to raise a red flag. 

Mr. Bromatuist. It certainly does. 

Senator Doverias. No ideological implications. It seems to indi- 
cate some danger, would you not say ‘ 

Mr. Bromautst. Yes, sir. 

Senator Doverias. Mr. Faunce of the Continental Baking Co. ? 
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Mr. Faunce. I found the report a very, very good one and quite ob- 
jective, on a subject quite easy to be less than objective about. I think 

it throws a good deal of light on the whole general subject, on which 
up toa few months ago there was no light at all. It has helped me a 
great deal in my thinking about the pre ‘blem, which is very important 
to me and to my company, because we contribute to a large number of 
these plans. 

Senator Doveias. Do you have any criticisms? 

Mr. Faunce. No; I found it a very helpful report. 

Senator Dovenas. Mr. F itzhugh, of the Metropolitan Life In- 
surance Co. 

Mr. Firzuven. I think Mr. Eddy has pretty well stated the same 
feeling that I have, and that is that this is a very helpful report and 
we are very glad that we can cooperate with you. 

Senator Dovenas. Mr. Sheldon, of the Commerce and Industry As- 
sociation of New York? 

Mr. SHEeLpon. We feel, Mr. Chairman, that the subcommittee has 
indeed done a very good job. I have no specific criticisms to offer at 
this time. I had intended to mention the same point that has already 
been developed very thoroughly, I think, by Mr. Cliffe and Mr. Bar- 
bash, with regard to the nature of the 29 programs you did study. 
But there is no need to go into that further. 

Senator Doveias. You have prepared a very detailed statement. 
Do you wish to have that made a part of the record? 

Mr. Suexipon. Yes; I would, sir. 

Senator Dovexias. That will be done at this point. 

(The document referred to follows :) 


COMMERCE AND INDUSTRY ASSOCIATION OF NEW YorK, INC., New York 7, N. Y. 
REPORT ON WELFARE FUND REGULATION 
March 14, 1955 


This report embodies the recommendations of Commerce and Industry Asso- 
ciation of New York, Inc., regarding employee welfare fund regulation. 

Reflecting its concern over official revelations of many forms of corruption, 
abuse and maladministration in the handling of certain types of employee 
welfare and pension funds, the association last year assigned a special com- 
mittee of its industrial relations committee, under the chairmanship of Mr. 
Peter Seitz, vice president of Liebmann Breweries, Inc., to make a thorough study 
of the problem and report its recommendations. In the course of its study, 
preparatory to drafting its recommendations, the special committee carefully 
reviewed the various proposals for remedying the problem which have been put 
forth by other organizations and persons and consulted extensively with spe- 
cialists qualified to give expert counsel and factual information on many of the 
rather complex technical questions involved. 

The special committee’s recommendations were approved by the full industrial 
relations committee of the association, of which Mr. B. A. Zorn, of Proskauer, 
Rose, Goetz & Mendlesohn, is chairman. 


RECOMMENDATIONS 


In brief, the association’s recommendations and views, which deal solely with 
jointly administered collectively bargained employee welfare or pension trust 
funds (see pp. 8 to 10), are: 


With respect to State insurance department regulation— 


(1) That legislation be enacted in New York State to require that jointly 
administered collectively bargained employee welfare or pension trust funds 
file with the State insurance department annual reports disclosing certain 
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detailed and pertinent data on fund operations, and that this information in 
appropriate form be transmitted to all contributing employers, interested unions 
and covered employees. 

(2) That implementation be given former Insurance Superintendent Bohlin- 
ger’s recommendation calling for the formulation of a “code of fair practice” 
regarding the payment of brokerage commissions and service fees by insurance 
carriers and certain othe: fund practices contributing to the total problem. 


With respect to Federal regulation 


That the need to improve and extend the welfare fund provisions of the Taft- 
Hartley Act is recognized, but that no amendment of the act in this regard is 
urged until the respective States have had reasonable opportunity to erect their 
own safeguards against welfare fund abuse. Specifically, section 302 of the 
Taft-Hartley Act needs to be amended to: 

(a) Set forth with greater specificity what information the presently-re- 
quired annual audits of covered welfare and pension funds shall contain and 
require that such information in appropriate form not only be available for 
inspection by interested parties but be transmitted to all covered employees, 
participating unions and contributing employers, with provision that compli- 
ance with State regulation reasonably corresponding with the Federal require- 
ment on the transmittal of reports shall be deemed to satisfy that requirement. 

(b) Insure that nothing in the act be construed to nullify or impair the right 
of any State to regulate employee welfare and pension funds, or to require the 
disclosure of data on fund operations and the dissemination of such information 
to the unions, employers, and employees concerned. 

Our proposals have been formulated with a view toward the apparent greater 
immediacy of State as opposed to Federal regulation. It is our judgment that 
State legislative action either this year or next, and if not in New York ini- 
tially, then possibly in other industrial States, is likely to occur before a regu- 
latory program is enacted in Washington. 

This view is supported in part by the fact that at the Federal level both the 
Senate and House subcommittees studying the welfare fund problem have indi- 
cated the need for extensive further investigation before they will be ready to 
make specific recommendations which certainly will not be forthcoming before 
next year, if then. The prospect is for an indefinite stalemate on Taft-Hartley 
revision, a fact which further militates against Federal action on welfare funds 
since this would involve opening the act for amendments. In New York State, 
on the other hand, the December 1954 proposals of the then superintendent of 
insurance have paved the way for action whenever the legislative leaders and 
the governor are ready to proceed. Bills incorporating these proposals are now 
before the legislature. Certain other States are known to be considering some 
form of insurance department regulation. Such action might be speeded by 
new public disclosures, such as those in the recent Saperstein case, which fur- 
ther arouse the public to the need for remedial legislation. 

The association is persuaded that the problem of welfare fund corruption, 
abuse and maladministration is an important and substantial one which calls 
for a moderate measure of public intervention. While the abuse probably has 
abated somewhat as a result of the current “hue and cry,” no lasting improve- 
ment can be counted upon unless certain statutory safeguards are enacted. We 
believe such safeguards are going to be enacted. If they do not come this year, 
it may be more a measure of the complexity of the task than an indication of 
any loss of determination to see the job through. 

As to New York State, the association calls for adoption of the very modest 
program of supervision outlined above. We do not urge action at the Federal 
level at this time, because of our view that primary attention should first be 
directed to a State approach to the problem. 


Dimensions of the problem 


The dramatic revelations of gross irregularities and corruption in the admin- 
istration of many collectively bargained welfare funds, resulting from the in- 
vestigations of the New York State Department of Insurance and subcommittees 
of the Senate and House Labor Committees in Congress have aroused the public 
to a realization that some measure of public regulation of welfare-fund opera- 
tions is needed. The major forms of abuse to which such funds have been sub- 
ject have been so widely publicized and are so well known that no attempt will 
be made to detail them here. In general, however, the more important types of 
malpractice involve: 
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(1) Operation of some funds as lucrative rackets for union officials and their 
families or friends who draw large brokerage fees, phony service fees, and kick- 
backs from the funds or insurance agencies 

(2) Improper insurance industry practices such as payment of excessive com- 
missions and fees to brokers and others, and entering collusive arrangements 
to obtain business. 

(3) The diversion of money contributed by employers for employee benefit 
programs to other union purposes such as organizational activities or political 
programs. 

(4) Discriminatory administration of benefits often depriving nonunion em 
ployees and others of equal treatment, though under collective-bargaining agree- 
ments the employer contributions supporting the benefits are made in behalf 
of all employees in the bargaining unit. 

(>) Lax, inefficient administration in many funds which are operated with 
little regard for accepted business procedures and accounting methods. 

The association believes a degree of public supervision over welfare-fund op- 
erations is desirable and in the general interest. Over and above the matter 
of the abuse with which so many of these funds have been infested, the very 
magnitude of the welfare-fund operation points up the need for the adoption of 
additional safeguards designed to protect the interests of employee beneficiaries. 
(It is estimated that employers nationally contribute at least $5 billion each 
year to employee-benefit funds which cover some 11 million workers.) 

The high'y reprehensible nature of the conduct which has been exposed in 
some situations has caused many people to feel that a thoroughgoing and rather 
extreme form of public control over such funds is required. A careful appraisal 
of the total picture, however, does not reveal the need for drastic remedies, in 
the association’s view. 

The improprieties which have been uncovered are serious and numerous enough 
to provoke grave concern, but all the authorities and agencies that have studied 
the situation are agreed that most welfare programs are honestly administered. 
It is believed’a reasonably adequate and efficacious remedy to the known abuses 
can be achieved through the enactment of a rather modest regulatory program. 
Needlessly elaborate and far-reaching controls should be avoided if more limited 
measures will suffice. 

It should be stressed at the outset that the development of a sound program for 
the eradication of abuse in the administration of welfare plans is not and should 
not become a partisan issue between management and organized labor. This is 
an undertaking in which the basic interests of employers, unions, and the general 
public should coincide. Responsible groups in organized labor have indicated a 
noteworthy determination to root out welfare-fund abuses internally, as well as 
a possible willingness to support fair and constructive governmental regulatory 
measures. Management, thus, is presented with an important opportunity to 
work cooperatively with the best elements in organized labor toward a common 
objective. 


The principle of disclosure 


The most promising avenue of approach to a lasting improvement in welfare- 
fund administration, in the association’s view, is through public disclosure of all 
the essential facts bearing on the operation of such funds. Accordingly, enact- 
ment of full and adequate disclosure laws is basic to our proposals. 

Were the detailed transactions of any fund required to be regularly reported 
not only to an appropriate Government body but to all contributing employers, 
participating unions, and all covered employees, as well, it is believed this would 
constitute the most powerful possible deterrent to malfeasance in fund ad- 
ministration. The political nature of union organizations supports this con- 
viction, as does the fact that much of the abuse that has been uncovered has 
involved surreptitious transactions of which employees have had no knowledge. 
Although in New York State the insurance department already has the authority 
to investigate such welfare funds as it chooses to study, responsibility for af- 
firmatively reporting basic data to the Department on a periodic basis should be 
lodged with the trustees of the funds themselves. In addition, we believe that 
the transmittal of annual reports to all contributing companies, interested unions, 
and employee beneficiaries covering all pertinent data on fund operations, de- 
veloped through independent audits by certified public accountants, should be 
made a requirement of State law. 
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Federal versus State requlation 


Whether the limited form of regulation which seems desirable could best re 
side exclusively in either the Federal Government or the States or be appor- 
tioned between the two is a question we have most carefully considered 

In a sense, employee welfare fund operations are closely akin to insurance 
operations. The New York State Insurance Department is, of course, the agency 
in this State most intimately acquainted with insurance industry operations in 
general, and with the operations of self-insured employee benefit programs, as 
well, as a result of its recent thorough study of the subject Its accustomed 
responsibilities and functions in the insurance field, its proximity to the opera 
tions and problem areas involved, and its staff facilities and experience logically 
equip it to exercise the kind of supervision contemplated, so tar as this State is 
eoncerned. 

Fear has been expressed that enactment of welfare-fund controls in New York 
State might drive such funds to other States where controls might not be adopted 
at all, or might be less onerous. The association feels this danger is largely 
illusory. For one thing, there are practical difficulties involved in operating a 
wel. are or pension plan from an oflice located a great distance from the employees 
it serves. Further, the type of regulation likely to develop in New York State 
will not be sufficiently burdensome to cause employers or unions to locate their 
fund offices in other States. Also, there is good reason to believe that should 
New York State enact a regulatory program, substantially identical controls 
would be installed in other States, at least in the other major industrial States 
The several State insurance departments habitually work very closely together 
and traditionally try to conform their policies and standards to the greatest 
possible degree, toward the end that confusion and conflicting requirements from 
State to State be avoided. 

To avert possible difficulty in the administration of State controls, the precise 
scope of State insurance department supervision over welfare funds requires 
very careful definition. Many funds operate on a multistate basis. Workable 
State-by-State supervision can be attained, in our opinion, if the principle is 
followed that every multistate fund be required to designate a principal office 
location and that it then be subject to regulation only by that State in which 
it is headquartered. 

The Federal Government through the Taft-Hartley Act already has interested 
itself up to a point in welfare-fund regulation, Section 302 (c) (5) (B) of the 
act permits employer payments to union welfare and pension trust funds where: 

(1) the employer and the union have equal representation in the administra- 
tion of the fund, 

(2) an annual audit of the fund is made, the results of which shall be avail 
able for inspection by any interested person at the fund’s main office, and 

(3) a separate trust fund is maintained for any pension program. 

The present Taft-Hartley provisions are loosely drawn, are subject to circum- 
vention and have proved an inadequate safeguard. The act should spell out 
With greater specificity just what information the annual audits shall contain, 
In our view it should also require that annual reports in an appropriate form, 
including all pertinent information on fund operations, be sent to all participating 
unions, contributing employers, and covered employees. But inasmuch as we 
believe the States are in a better position to administer such a requirement as to 
fund reports, we would favor a proviso in Taft-Hartley permitting covered wel- 
fare funds to comply instead with the reporting requirements of any State law 
to which they are subject if such are in reasonable conformity with the Federal 
statute. 

Since Taft-Hartley already undertakes a degree of regulation over welfare 
funds, and there is some prospect these controls may be extended, it might appear 
the Federal Government has preempted the field, thus ruling out State efforts to 
deal with the same problem through insurance department controls. It clearly 
is in the public interest that State participation in the efforts to meet this problem 
not be foreclosed, and the association believes the Taft-Hartley Act should con- 
tain a specific clause making clear that concurrent State regulation shall be 
permitted. 

All things considered, however, we believe it best that any rewriting of this 
section of the act await further developments at the State level. As we have 
already noted, the association is convinced that primary reliance should be 
placed on State insurance department supervision of welfare funds. The States 
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are closest to the problem and are in the best position to cope with it successfully. 
Much of the abuse which must be stamped out is of a subtle and devious type 
difficult to restrain by remote control from Washington. 

Nonetheless, as we have said, the Taft-Hartley provisions undoubtedly do need 
to be tightened. But the respective State insurance departments should first 
be given more adequate opportunity to perfect State-controls measures. In this 
connection, the National Association of Insurance Commissioners, representing 
the 48 State insurance superintendents, is actively concerned with the problem, 
and it is to be hoped this group may in the coming year formulate a model regu- 
latory plan for presentation to the various State legislatures. 

When the States have had a better chance to develop their own attack on 
the problem, then a sound Federal program to mesh with that of the States can 
be drawn. Accordingly, we herein take only a tentative policy stand now regard- 
ing the need for revision of the welfare fund section of the Taft-Hartley Act. 


Barring personal profit for Union officials, employers, and trustees 


Endless devices for bleeding funds to their own profit and to the detriment of 
employee beneficiaries have been devised by some unscrupulous union leaders, 
often with either the explicit or tacit approval of employer trustees. While the 
requirement of a public accounting of all fund expenditures should substantially 
lessen the opportunities for the kinds of mischief that have been exposed, the 
question is raised as to whether our laws should not specifically ban any form 
of personal profitmaking from fund operations by union or management officials. 

Superficially, it might appear to be a simple enough matter to prohibit any form 
of personal gain by labor or employer representatives at the expense of the fund, 
and the desirability of doing so might seem obvious. Close examination of the 
problem, however, discloses a number of troublesome questions. For one thing, 
while a strong case can be made for banning insurance commission payments to 
persons directly involved in fund administration, what about other kinds of 
payments? In many smaller funds which do not require full-time administrators, 
union or management people handle fund affairs as a part-time responsibility 
for which they are properly compensated from fund moneys. Any prohibition 
on personal gain should not disturb this arrangement. Similarly, vexing prob- 
lems are raised with regard to whether any restrictions should apply only to 
company and union officials or to rank and file employees and members, as well. 
And just where should the line be drawn with respect to the complicity of 
relatives? 

Some seriously regarded proposals embody stringent Federal statutory prohi- 
bitions against any company official or employee or union official or member 
accepting any financial benefit whatsoever from a welfare fund. The committee 
is of the view that this form of broad, blanket prohibition goes too far, would be 
unworkable, and would unjustly interfere with certain legitimate fund practices. 
It should be noted on this point, however, that as a matter of internal union 
regulation, both the CIO and AFL have recommended that full-time union officers 
be prohibited from receiving any payment for their services from a welfare 
fund. 

Much of the malfeasance that has been disclosed centers around the placing 
of insurance. Sizable commissions, fees, and other emoluments are held out as 
inducements to employer or union representatives or fund trustees willing to use 
their positions in the management of welfare programs to influence the placing 
of insurance business with favored carriers. This indefensible practice must 
be curbed. But we do not believe it can best be curbed by trying to write a 
prohibition on it in the Taft-Hartley Act. Essentially, the problem is one of 
insurance regulation, a matter wisely confided to the States. The Federal Gov- 
ernment in this instance is too far removed from the scene to cope properly with 
the many subtle devices and irregular practices which need to be eradicated, 
We conclude, therefore, that the proposed Insurance Department code of fair 
practice, referred to more fully below, offers the best means for dealing with this 
particular area of abuse. 


Brokerage fees 


The laws of the State of New York provide that insurance companies post 
schedules of their commission rates and further require that they shall not 
discriminate between comparable policyholders with respect to such rates. In 
effect, this requires a commission to be paid on every group policy or, if not paid, 
that it be withheld by the company and not rebated to the policyholder. 
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It is undeniable that in many cases this requirement operates to create a fund 
of money for distribution constituting a source of temptation to those avid to turn 
over a dishonest dollar for services not performed. A large part of the con- 
nivance disclosed in the official investigations can be traced to this rule that 
commissions either be paid to some agent, or be forfeited, so far as the fund is 
concerned, 

Superficially, it would seem that this requirement is a source for evil and 
should be eliminated. But its origin stems from a salutary desire to eliminate 
brokerage rebates and to prevent discrimination among policyholders with respect 
to all group insurance, and the rule antedates the particular difficulties with 
which we are here concerned. The requirement is rational and desirable aside 
from the problem at hand, and its elimination might very well drastically upset 
the satisfactory agency method of operation presently in general use in the sale of 
group insurance. It would be most unfortunate if, in seeking to eliminate a 
new source of evil, we should pry open the lid of a Pandora’s box of new mischiefs 
that might undermine the group-insurance business generally. It should be 
borne in mind in this connection that the type of union welfare-fund operation 
with which we are here concerned reportedly accounts for less than 14 percent of 
all group insurance sold in New York State, and that in only a segment of this 
fraction of the business are excessive or improper fees paid. 

It has been proposed that, rather than bar the payment of all commissions 
on group business, there might instead be a prohibition on the payment of such 
fees to all persons except those who actually perform services of a compensable 
character for the welfare program in question. While this end purpose appears 
laudable, certainly no such statutory injunction could be administered and en- 
forced. The means of evasion are so obvious that this approach has little to 
offer. 

Another way of getting at the commission problem short of outlawing the 
payment of all brokerage fees does appear to hold promise, however. It is the 
proposal of the insurance department that a voluntary “code of fair practice” 
regarding commissions, fees and allowances be drafted. Such a code would be 
prepared by the insurance department in cooperation with the insurance industry 
and other interested parties. It would contain an appropriate scale of com- 
missions and set forth the conditions under which such fees and other emolu- 
ments properly could be paid, and to whom. While it would not have the force 
of law, substantial voluntary compliance with its terms might be achieved. 
The insurance department with its intimate knowledge of the industry would 
be in a good position to detect violations of the code and, by making them public, 
as well as through its licensing control of agents, could do much to deter 
violations. 

Until some means of eradicating the temptations posed by the mandatory 
payment of commissions can be developed which will not seriously disrupt other- 
wise sound insurance industry practice, it would seem principal reliance should 
be placed on the formulation of such a code of fair practice, as proposed by the 
insurance department. 


Standards of administrative expense 


The proposals do not contemplate any Federal or State regulation establishing 
criteria as to what constitutes reasonable administrative expense. It is felt 
that to undertake to prescribe universal standards of administrative expense 
would be impracticable and of dubious value. The proper and legitimate admin- 
istrative costs of welfare programs vary so widely that, at least within the con- 
fines of our present experience with such funds, it would appear to be impossible 
to formulate valid expense criteria. 


Pensions 


It is intended that such Federal and State legislative requirements on dis- 
closure as are adopted should apply to pension funds along with other types of 
employee benefit plans. 

But a special issue exists with respect to retirement funds. It grows out 
of the fact that there is a less obvious and immediate relationship between 
contributions to a pension fund and the benefits which they can support than 
is the case with a hospitalization program, for instance. When a new retire- 
ment program is installed, the employees’ expectation that when they reach 
retirement age the money will be there to pay their pensions must rest, in part 
at least, on their plain faith that the company will produce the promised 
amounts. 
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It is, of course, essential that pension commitments made by employers to 
workers during their early years of employment be fully kept in later years. 
There is considerable concern in some quarters, however, that the funding of 
many present pension programs is such that some employers may be unable to 
meet all their future pension commitments. This has focused attention on the 
nature of the present pension funding regulations contained in the United States 
Internal Revenue Code. A detailed investigation of the adequacy of the present 
code provisions to achieve this purpose is beyond the scope of this committee’s 
study. Therefore, no recommendations are offered on this issue, except for the 
suggestion that a restudy of the Internal Revenue Code provision by Government 
tax experts and labor and business representatives might be desirable in order 
to judge whether or not appropriate and sufficient protection for the interests 
of workers is afforded under the present code. 


Coverage of proposed regulations 


When it is granted that certain Government safeguards are desirable to pro- 
tect the interests of welfare fund beneficiaries, it then becomes necessary clearly 
to define just what kinds of “‘welfare” programs the controls should cover. 
The types of welfare programs are many and varied. Some are established 
under collective bargaining; others are set up solely by unions or are established 
and operated entirely by employers; some are formally constituted under trust 
indentures; others operate on a very informal basis often without any special 
or separate funding arrangement. 

A line must be drawn somewhere between (1) those programs as to which 
the recent investigations have demonstrated abuses requiring correction and 
as to which regulation is needed and is feasible and workable, and (2) those 
as to which there has been no finding or evidence of malfeasance or abuse and 
as to which regulation would be but a nuisance and would serve no purpose. 

Since welfare funds do function essentially as insurance-type operations, the 
“welfare fund problem” is in a sense an insurance problem. But realistically, 
we submit, it is more particularly a labor-relations problem, and this fact must 
be remembered when the area of application of the projected controls program 
is decided upon. It should indeed be a controlling factor in determining the 
scope of any regulatory plan. 

Certainly the welfare fund problem which has aroused such widespread pub- 
lie concern would be unknown today were it not for the rapid mushrooming of 
joint employer-union benefit plans since World War II. The huge sums of money 
which have been poured into these programs—the very magnitude of the entire 
operation—along with unions’ and employers’ lack of experience and know-how 
in setting up and overseeing such funds, created a condition which has invited 
unscrupulous individuals to engage in the multifarious forms of abuse and cor- 
rupt and irregular practices which have rightly so alarmed the industrial rela- 
tions community and the public at large. Employers, unions and the insurance 
indusiry alike are at fault for what has happened. 

Meanwhile, an entirely different species of employee benefit program has been 
functioning, so far as we know, free of the kinds of abuse with which all too 
many collectively bargained plans have been identified; and there is no factual 
basis whatever, and no demonstrated need, for regulation of such programs. 
This is the unilateral type of benefit plan voluntarily installed and administered ‘ 
by employers as part of their personnel programs or by unions as part of their 
membership or fraternal programs. Encompassed within employer-sponsored 
plans are a multitude of diverse employee benefit activities. They range from 
formally funded trusteed plans covering comprehensive sets of health and wel- 
fare benefits to employees and their families to very restricted, highly informal 
programs which nonetheless can loosely be characterized as welfare plans. 

The number and variety of these employer-sponsored welfare programs is so 
great that either the State or the Federal Government most certainly would 
needlessly complicate its task were it to undertake detailed supervision over all 
programs in this category. It is impossible to see, we submit, how Government 
regulation, even in mild form, over the operation of a plant medical dispensary, 
company cafeteria, Christmas fund, or free turkeys on Thanksgiving plan, for 
example, can serve any purpose. Yet, unless the area to be covered by the pro- 
jected State and Federal controls is very carefully defined, employers and the 
Government will be enmeshed in a mass of new and potentially costly redtape. 

Our concern is not with the concealment of malpractice in the administration 
of unilateral employee benefit programs. Our interest is rather to insure that 
employers be not required needlessly to revise their accounting procedures and 
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to set up new reporting systems in order to meet the technical requirements of 
a controls program clearly aimed at an entirely different type of welfare opera 
tion and not at miscellaneous personnel services voluntarily offered by companies. 

Extending the projected controls to these unilateral employer-type plans could 
but have the effect of so complicating their administration as to dissuade em- 
ployers from instituting these salutary and socially desirable programs for the 
benefit of their employees. 

The Federal approach to the prob'em, sensibly, has been strictly in terms of 
collectively bargained programs. The projected State controls, on the other 
hand, as contained in the insurance department recommendations, are not 
clearly addressed to any one type of welfare program. The insurance depart- 
ment report does not suggest how the programs to be covered might be distin- 
guished from those not to be. There is, however, some indication that the present 
intention is to extend the proposed regulations to all situations where the 
employer has a “contractual obligation” to furnish certain benefits, but not to 
programs of a purely “gratuitous” nature. 

To employ the contractual obligation criterion is to rely on a high'y nebulous 
concept. It is claimed that any employee benefit mentioned in a company hand- 
book commits the company to such an “obligation.” It may also be argued that 
where a company, in the absence of any union, establishes a precedent for 
furnishing a certain employee service or benefit, it thereupon incurs a “contrac- 
tual obligation” to continue to offer such benefits or services until notice to the 
contrary is given. Contractual obligations in this sense are too easily confused 
with the “expectancies” of the employee to make this a proper line of demarca- 
tion for determining the extent of application of we'fare fund controls. 

Some other criterion then must be employed. In the view of the committee, 
the most defensible and logical place to draw the line between covered and non 
covered programs is between jointly administered collectively barcained plans, 
on the one hand, where the employers’ contractual obligation is undisputed, and 
unilateral employer-sponsored or union-sponsored plans, on the other, where no 
contractual obligation to institute or operate a benefit program exists. 

One further consideration remains in defining coverage of the controls. Not 
all benefit plans established in union negotiations are of a type which call for or 
are susceptible to the projected regulations. Take, for example, the kind of 
benefit plan which emerges from contract negotiations where the employer sim- 
ply agrees to furnish B'ue Cross hospitalization coverage for all employees in 
the bargaining unit. How he shall arrange this benefit coverage and how he 
shall pay for it is left to him by the union. Presumably he is free to pay sueh 
consultants fees as he wishes and waste as much of his own money as he desires 
in setting up the program. The important thing is that he is committed to 
furnish a specific benefit, and no matter how he chooses to do it, it will not 
adversely affect those benefits to which his employees are entitled under the 
union contract. In this case, we submit, it is the job of the union, not the 
Government, to represent the employees’ interests and see that the company’s 
commitment is kept. The commitment here does not differ from any other com- 
mitment to furnish a “fringe benefit’ and needs no further governmental reg- 
ulation than is normally applicab'e to the collective bargaining relationship 

There emerges then the principle that the proposed controls should operate 
only where the employees’ stake in a program is endangered by potential malad- 
ministration. No workable way to delimit the regulatory scheme to precisely 
these types of situations is apparent, however. But it is believed that approxi- 
mately the desired coverage can be achieved by takineg into account one other 
welfare plan characteristic; the regu'ations might extend only to such collec- 
tively bargained plans as are jointly administered through formal trust funds. 

There is, we feel, a goed basis for employing the criteria as to collective bar- 
gaining and joint administration through formal trust funds. All plans covered 
under the Taft-Hartley Act in which unions participate must be administered 
through joint trust funds. It is in this type of program that the abuses to which 
the remedial legislation will be directed have been found. Where benefits are 
furnished through the medium of a trust fund, a special order of fiduciary re- 
sponsibility exists, which also suggests the appropriateness of extending the new 
safeguards to such plans. And lastly, the concern of the public agencies in- 
terested in the problem has almost uniformly been expressed in terms of welfare 
and pensicn “funds”, rather than “plans” or “programs”, implying the trust fund 
kind of operation rather than the informal benefit program to which we do not 
feel the controls should apply. It should be noted, too, that the stopgap New York 
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State legislation enacted in 1954 gives the superintendent of insurance authority 
only to investigate into the affairs of any “employee welfare trust fund.” 

One final and very compelling reason for restricting the projected regulatory 
program to jointly administered collectively bargained employee welfare or pen- 
sion trust funds must be stressed. If the new controls are extended indiscrimi- 
nately over any and all employee benefit operations, the regulatory program will 
necessarily be so diluted that its effectiveness will be greatly diminished with 
respect to that type of welfare plan to which the safeguards really need to be 
directed. This blunderbuss approach should be rejected. Instead, the controls 
should be tailored to fit that area of welfare operation where the abuse is known 
to exist. 


THE RESPONSIBILITY OF EMPLOYERS 


This statement cannot fairly treat the total problem of welfare-fund abuse 
without its containing forthright recognition of the clear fact that a measure of 
the responsibility for such abuse rests with employers whose negligence and fail- 
ure to assume their fair cbligations have opened the door to serious malpractice. 

The association decries the all-too-prevalent attitude of employers tnat once 
they agree to pay money into a welfare fund they can wash their hands of the 
whole operation and leave everything to the union. Where this feeling is held, 
it clearly amounts to employers’ deiault of their employee relations responsibili- 
ties as well as their legal trusteeship responsibilities. All employers must recog- 
nize and accept their obligation to participate fully in the handling of their 
employee welfare programs, whether or not they are set up under collective bar- 
gaining. It is earnestly hoped that the current concern and aroused public 
feeling over welfare fund corruption will have the wholesome effect of inducing 
more elployers to accept this responsibility. 

Senator Dove.as. Mr. Hobbs is here as a representative of the 
banks, as I understand it, on pension matters. Since the report did 
not go into pension matters, we have not called upon you, unless you 
feel that 

Mr. Hosrs. I would like to say a word, Mr. Chairman. 

Senator Dovue.as. Yes. 

Mr. Hosgss. I would like to say that I am not here for the National 
City Bank. I speak as an individual. I appreciate the opportunity 
to be here. I personally think that the time of the committee was so 
limited that the job they turned out was an exceptionally good one. 
My only criticism is what has been said here before, that some people 
in reading it perhaps could conclude that the report reached con- 
clusions, whereas in my own opinion it very definitely does not reach 
a conclusion. 

It says in the beginning on page 2 that it immediately became evi- 
dent that there was very little valid information available, and that 
in fact, of the several governmental agencies involved in the picture, 
it was pretty hard to tell where the responsibility of one began and the 
other left off. 

It also in the very conclusion says that it is evident that much more 
study must be made. I feel that, although some of these contracts 
have been in existence for 25 or 30 years, that by and large the whole 
field is new, that is, over 2 or 3 or 4 years. It has hit us like a tidal 
wave. It involves thousands upon thousands of negotiated and uni- 
lateral plans. It involves millions and millions of employees, even 
now, although no more than 20 percent of employees are covered by 
either negotiated or unnnegotiated plans. It involves many billions 
of dollars a year. 

It is going to be one of the greatest economic influences in our eco- 
nomic and social future. It is one of the largest financial problems 
facing anybody. I believe the report is an exceptionally fine job, 
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but it should have concluded that it was a start, it was the first half 
of the first inning, and we should all get together and see proper in- 
vestigation over a long term, if necessary, before even the slightest at- 
tempt at legislation is : made. 

I also want to take this opportunity to say that the banks involved 
in this—and I am sure our friends in the insurance business likewise 
have been well aware of the impending weight of this problem facing 
the country. The banks to my specific knowledge, in New York, for 
more than 2 years have been having their own investigation made, 
They have cooperated with the State, and in proof of further co- 
operation, sitting in this room are several bankers, including the chair- 
man of the ABA—that is the American Banking Association—em- 
ployees benefit committee. They are all sitting here, interested in 
what is going on and they pledge the cooperation of the banking fra- 
ternity with the Government or anyone else wishing to pursue this to 
a logical and sound conclusion. 

Senator Dovetas. Mr. Hobbs, as I understand it, very few banks 
administer welfare and health funds. Their chief field is in the ad- 
ministration of pension funds. Isn’t that correct? 

Mr. Hosss. That is correct, Senator. But there is a trend of recent 
years when we find that in our own bank—we didn’t think we would 
ever be in the welfare business, as it were—but we find we are in that to 
the extent that there is a certain amount of surplus. In other words, 
if a company is putting up, just to use a phrase, 5 cents an hour, and 

maybe the benefits in that year only use up 2 or 3 cents an hour, it is 
not sound business to leave the other 2 cents sitting in a checking ac- 
count, drawing no interest. 

So many of the joint Taft-Hartley welfare plans more and more 
are coming to realize that as the surpluses accrue, they should put it 
to work. In other words, make it earn money, and in that way my 
bank and other banks are being brought into the picture simply to 
hold the surplus funds and inv est them so the money may in the long 
run provide perhaps larger benefits for the same contribution. 

Senator Doveras. In those cases you do not administer the fund, 
but you administer the surplus funds for investment. 

Mr. Horps. We have nothing to do with who gets what. We do 
not want anything to do with it. We just simply want to be the 

yatchdog of the money. 

Senator Doveras. May I say that this field of pensions is perhaps 
the most important field that this subcommittee intends to go into 
during the coming year. 

Mr. Honps. Inthe long term, I agree with you. 

Senator Doveras. Mr. Segal, you have given a lot of thought to this 
question, as a consultant in the field of insurance. We would be much 
interested in your judgment of the problem as a whole, and as to 
the report. 

Mr. Seeat. Mr. Chairman, I appreciate your invitation. I pre- 
pared a long statement, which I won’t read. The statement is really 
im reponse to your general question about what recommendations do 
we have to submit. 

Senator Doveias. Would you like to have this included in the rec- 
ord at this point, and then you can speak informally ? 

Mr. Seaat. Yes, I would, if I may. 

Senator Dovetas. That will be done. 
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(The document referred to is as follows :) 
STATEMENT BY MARTIN E. SEGAL 


Mr. CHAIRMAN: I appreciate the committee's kind invitation to this panel dis- 
cussion. Discussions like those you contemplate should be helpful in making 
more people aware of how to solve current problems in health and welfare 
funds. 

In discussions about health and welfare funds there is a great temptation to 
deal with all of its facets; the social and economic implications, the conse- 
quences, abuses, methods of avoiding abuses, different methods of underwrit- 
ing, investment policy and so on and on. 

For the purpose of my discussion this morning, I have assumed that your 
committee feels as I do ahout the desirability of permitting unions and em- 
ployers the broadest possible latitude in experimentation and in the development 
of programs best suited to their own particular needs; and programs more re- 
sponsive to the public welfare. It would be an error, I think, if this committee 
or indeed any other group undertook to develop a narrow mold and to press all 
welfare and pension funds into that. The simple fact is that there isn’t a single 
method for estab'ishing and administering all welfare funds. Differences in 
the size of the group, in the amount of employer contributions, in the number 
of employees and employers covered, the nature of the industry involved, and in 
the geographical area served by the welfare fund, and other differences which 
run throughout our industrial life will all cause understandable differences in the 
type of welfare programs developed. However, there are certain common de- 
nominators that are applicable to all well-managed welfare funds. For want 
of a more colorful title, I would like to refer to those common denominators 
under the general heading of “A Blueprint for the Establishment and Manage- 
ment of a Sound Welfare Program.” 

Before getting to the steps involved in carrying out this blueprint, I would like 
to discuss, briefly, three facets of welfare funds which seem to be getting a great 
deal of deserved attention. One is the matter of annual reports from the welfare 
funds to the contributing employers and employees. The second is the general 
question of whether it is advisable for a pension and welfare fund to make 
sizable investments in a company which may have a collective-bargaining rela- 
tionship with the union involved in the fund ; and the third is the general question 
of commissions. 

I have always believed in detailed annual reports to the employees and con- 
tributing employers and to other interested parties. Such reports have been 
prepared and distributed for many years (long before the current investigations) 
in welfare funds involving the ironworkers, sheet-metal workers, bakers, mari- 
time workers, hotel and restaurant workers, and the many other industries where 
we have been involved as consultants, and in many others, as well, where we are 
not consultants. I have some specimens of a number of these reports here. 

These annual reports were distributed, principally, to show the achievements 
of the welfare plans. The fact that the reports included details with respect 
to the income and disbursements and assets and liabilities was ordinary good 
business procedure. Of course, no one should be naive enough to believe that 
the publication of an annual report is in itself a panacea for the ills that have 
crept into some welfare programs. Everyone is familiar with perfectly fine 
looking financial statements which have been distributed and which, upon closer 
examination and analysis, do not look quite so good. 

If the form of the annual report is prescribed in a detailed fashion, to conform 
with accepted accounting and auditing principles, then the annual report will 
have significance. Quite aside from the financial accounting in such reports, 
I think that one of their principal values is to show the employees and contrib- 
uting employers what benefits have been paid and how the welfare program has 
heen of substantial help in relieving the distress and economic burdens that 
frequently come with sickness, accident, hospitalization, old age and death. It 
seems to me that these achievements must be brought before the public if the 
public is to understand the value of these welfare programs—and the fact that 
the great majority of them are beneficial and administered with integrity. 

The second of these three problems I would like to comment on before discuss- 
ing the blueprint is the general question of the investment by a pension and 
welfare fund in a company which has a collective bargaining relationship with 
the specific union involved in that fund. 
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The first consideration should be whether the investment is a good one. Then 
I think, the trustees of the pension or welfare fund should consider the poss 
bility of a conflict in interest. For example, it might be advantageous to the 
interests of the pension or welfare fund to sell the stock of the particular com 
pany at a later date. But think of the complications and possible effect on the 
company and the employees if the word got out that the pension er welfare fund 
was getting rid of the company’s stock. All kinds of dire implications could be 
read into such a situation—when in fact the only motivating force behind the 
action of the trustees might have been something designed to help the pension or 
welfare fund. 

Finding sovrces for investment, outside of companies with which a union has 
a collective-bargaining relationship should not be difficult. 

The third general question is the matter of commissions. On this score 
there have been a number of proposals; elimination of commissions, regular 
commissions, adoption of a voluntary and standard code of Commissions, pro 
hibition of the payment of commissions where no services ure rendered and 
sO On. 

With respect to all of these suggestions it is curious indeed that the so-called 
spokesmen for insurance agents in the United States, the National Association 
of Life Underwriters, has done nothing but give forth with some very pious 
bleatings—but hasn’t made a single constructive suggestion on this whole com 
mission question. Personally, I don’t think that these so-called spokesmen for 
this association actually represent the thinking of its members. Instead of just 
finding fault with all suggestions that are made, it would be a much more con 
structive contribution to the public good if the representatives of that associa 
tion suggested something that would rectify current situations where commissions 
are either paid or charged when there are little or no services rendered. It 
is interesting to see that:several of the major insurance companies are diligently 
stud) ing this problem, and are trying to find a solution, while the so-called spokes 
men for the National Association of Life Underwriters just grouse. 

Now, I would like to review, briefly, the stevs involved in the blueprint for 
establishing and maintaining a sound welfare program. For the purpose of our 
discussion, I will ass" me that we are talking about welfare and pension funds 
which stem from collective bargaining and involve multiemployer and union 
contracts. I understand that this is the sole area of your committee's study, at 
the present time. 

1. The first basic step is to have a collective-bargaining clause which clearly 
defines the obligations of the parties with respect to the emp'oyer contributions 
and their general purpose. An inadequate collective-bargaining clause may lead 
to all kinds of misunderstandings and complications in getting the program 
under way. 

2. The second important step is to have the trustees adopt a trust agreement 
which carefully defines the composition of the board of trustees, the obligations 
and liabilities of the trustees and their relationship to the employers, unions, 
and employees; and the general purposes of the trust fund. 

Trustees of new pension and welfare funds are frequently tempted to copy 
another fund’s trust agreement. That is a real mistake, in our opinion. <A 
good attorney, being aware of the problem and pecularities of a particular in- 
dustry and the relationship between the employers and the union should be very 
helpful in the preparation of the collective-bargaining agreement, the trust agree 
ment, and in other legal phases of the pension or welfare program. 

3. Just as soon as it is possible, after the collective-bargaining agreement has 
been signed, steps should be taken to inaugurate all of the accounting and book 
keeping procedures connected with the collection of employer contributions. An 
undue delay in collecting what is due will frequently present some rather serious 
problems—particularly in industries where there may be employers who simply 
don’t have real financial stability. 

When the accounting and bookkeeping procedures are instituted, the appro 
priate administrative forms and procedures should also be established. These 
involve employer remittance forms, securing data from employees with respect 
to age, marital status, and other related information, and so forth. 

4. Actuarial and other studies should be undertaken to determine the expected 
income to the fund from employer contributions; the cost of different kinds of 
insurance benefits; estimated administrative cost of maintaining the pension 
and welfare fund; the necessary reserves; alternate pension benefits on various 
assumptions; and indeed everything else necessary to enable the trustees to de 
termine what amount of money is available for benefits, what benefits should be 
provided, and under what conditions. 
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When benefits are to be insured, competitive bids should be taken from in- 
surance companies. These competitive bids should be based on detailed and 
uniform specifications. If the specifications for the bids are not uniform, the 
basis for the insurance companies’ competitive bids will be different and a precise 
analysis and comparison would then be impossible. 

A very important part of the insurance company’s bid is the portion which 
relates to the company’s estimated retention. (“Retention” is the technical term 
applied to the portion of premium kept by the insurance company to cover the in- 
surance company’s administrative expenses, claim handling costs, acquisition 
costs, taxes, contingency reserves, and other insurance company expenses.) Rep- 
resentatives of insurance companies who have high retentions frequently argue 
that retention estimates are meaningless because retentions in some States are 
not guaranteed by the insurance company. We have found retention estimates to 
be quite meaningful because they enable us to check the insurance company’s 
performance against what was said at the time the insurance contract was 
awarded. An insurance company which does not live up to its retention estimate, 
or has a valid explanation for any change, may be confronted with the possibility 
ef cancellation of the insurance contract when it is due for renewal. 

When there are no retention estimates, the trustees of a fund are completely 
in the dark as to what the insurance company will keep out of the premium 
dollars. 

Obviously, the trustees have a real interest in keeping the retentions down. 
The lower the retention the lower the net cost of insurance; and the lower the 
net cost of insurance the greater the benefits that can be purchased for the same 
dollars of employer contribution. 

5. Where an insurance company is involved there should be an impartial and 
proper analysis and comparison of the insurance company bids. That analysis 
should evaluate the insurance company’s premium rates, retentions, policy provi- 
sions, reserve requirements, administrative and claim facilities and general 
experience in this field. 

There are some nonprofit insurance organizations, like Blue Cross, HIP 
(Health Insurance Plan of Greater New York) and GHI (Group Health Insur- 
ance, Inc.) which offer “service” benefits instead of specific dollars of benefits. 
This type of an insurance organization frequently provides more extensive 
services and relieves the trust fund office of certain claim and administrative 
work. Obviously, therefore, a comparison of the cost of benefits offered by such 
earriers with the cost of benefits offered by insurance companies must, of neces- 
sity, revolve around questions in addition to retention—like the differences in 
benefits, savings in method of claim handling and so forth. 

It is readily apparent to you, I am sure, that an impartial analysis as between 
insurance companies, or with respect to the advantages and disadvantages of 
insurance versus self-insurance, cannot be provided by someone who is com- 
mitted by reason of his financial interest to one course or another. 

For example, a representative of one insurance company is hardly the best 
person to evaluate the bids of other insurance companies. Or, a so-called con- 
sultant whose financial stake is strictly in self-insured programs, is hardly the 
one to bring out all of the advantages and disadvantages of insurance versus 
self-insurance. 

6. Once the specific plan of benefits has been adopted by the trustees, there 
should be appropriate educational material distributed to the employees and 
employers describing the insurance benefits, the eligibility rules which tell under 
what conditions an employee may receive benefits, the termination rules indicat- 
ing under what conditions the benefits are terminated, the procedures to be 
followed in collecting benefits, and other such details. 

Once all of this educational material has been distributed and the benefit 
program has been completely established, the proper operation of the pension 
and welfare fund should involve the following: 

(a) Prompt payment of all benefits. 

(b) Periodic certified public accountants reports furnishing complete details 
with respect to income and expenses, assets, and liabilities. 

(c) Annual reports, by a qualified adviser to the trustees, analyzing the 
following: 

(i) The income and disbursements of the pension and welfare funds. 

(ii) The amount of benefits paid, as compared with what was paid in 
previous years—and an explanation for any decided change. 

(iii) A detailed analysis of the insurance premium rates and retentions 
as compared with the insurance company’s original bid. 
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(iv) An analysis of the reserves in the welfare fund and a projection of 
any change in the future cost, both in terms of gross and net cost of 
insurance. 

(v) An annual actuarial evaluation for the pension fund, analyzing income, 
mortality, turnover, total and permanent disability, interest yield on invest- 
ments, comparison of the number of retired employees with that originally 
estimated, and other factors normally included in such an evaluation. 

In summary, a good foundation for a pension and welfare fund consists of : 

(A) Careful planning and preparation before the fund begins the payment of 
benefits. 

(B) Orderly and well planned administration. 

(C) Full utilization of competent technical and professional guidance. 

(D) Detailed and audited reports to employees and employers. 

(E) Interested trustees who are responsive to the needs of employees and the 
industry; and, of course, a public climate and opinion which encourage good 
welfare and pension funds by full recognition of their positive achievements. 

All of these studies should result in welfare and pension funds which are a 
eredit to free collective bargaining and which will truly serve the best interests 
of workers and their employers and the communities in which they are located. 

I want to dwell on this last point a moment, if I may. 

I suppose it is inevitable that the sensational should overshadow accomplish- 
ment. However, it is amusing to read a story like the one that emanated from 
a fund in which they claim to have saved 30 percent in insurance cost by 
certain changes they made in their program. One wise old lawyer friend of 
mine asked me whether I knew how much they had been overpaying in the first 
instance to have made the alleged 30 percent savings possible. 

The appalling thing that struck me in that situation was what kind of mis- 
management was in effect which would permit a situation to develop where 
30 percent of insurance cost could be saved—if in fact that is what actually 
happened. 

In a few instances there is being artificially stimulated competition between 
welfare and pension funds as to benefits, administrative expenses, reserves and 
investment yield. This type of senseless competition can easily have some tragic 
effects. 

Administrative expenses in welfare and pension funds where our company is 
involved as consultant average anywhere from 2 to 3 percent. Some of these 
funds have a lower administrative expense and others higher. As you can 
imagine, there are excellent reasons for the variation in these administrative 
expenses. For example, a fund covering a large group, with a few sizable 
employers would have a much lower administrative expense than a fund covering 
a smaller group of employees with hundreds of employers. 

Regardless of whether administrative expenses are less than 2 percent or 
more, the specific items of: expense must be justified by the needs of the fund. 
For example, we urge payroll-auditing programs in welfare and pension funds 
involving smaller employers who sometimes make mistakes in their contribution 
payments. These payroll audits reveal the mistakes, help the employer under- 
stand what is really due under the terms of the collective-bargaining agreement— 
and perhaps, most important, assure the fund that it is receiving all of the 
money due. In a number of instances the payroll-auditing program has resulted 
in substantial additional payments to the pension and welfare funds. 

Payroll auditing costs money. If payroll auditing is eliminated the welfare 
and pension funds would have a lower administrative expense—but at what real 
cost? 

Take another example: The careful checking of claims for benefits is desirable 
in either a pension or welfare fund. The elimination of ineligible claimants 
doesn’t simply save money for the pension and welfare fund—it enables more 
money to be available for those who are legitimately entitled to benefits. 

Careful claim checking requires personnel and personnel is part of administra- 
tive cost. Certainly, the administrative cost could be reduced by eliminating 
some of the personnel—but at what ultimate cost? 

The mechanical reduction of administrative expenses at the price of reduced 
efficiency and ultimately higher costs is certainly no desirable end. 

Let us take another area where artificial comnetition is hecoming noticeable. 

Everyone here knows, I am sure, that if a pension fund invested 100 percent 
of its assets in common stocks the average vield would be in excess of 5 of 6 
percent. On the other hand, if 25 percent of the pension fund is invested in com- 
mon stocks and 75 percent in Government bonds, corporate bonds and preferred 
stock, the average yield would be much closer to 3 percent. 
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As you can see, it would be relatively easy for any fund to achieve a yield 
of 5 or 6 percent. This might have a real temporary attraction because yield 
plays such an important part in determining the amount of pension benefit. 
(For example, a one-half of 1 percent of additional yield can add anywhere from 
10 to 15 percent or more in the monthly pension benefit.) But who knows what 
ultimate price would be involved if a 5 or 6 percent yield was achieved now? 
And who will relieve the desolation in the home of the pensioner who retired 
on a pension benefit based on an estimated high yield and who then one day 
gets a letter from the pension fund advising him that the pension benefits have 
to be cut 25 or 50 percent—or perhaps eliminated entirely for a while because 
of the impersonal workings of Mr. Dow and Mr. Jones. 

I] am not urging super conservatism. As a matter of fact blind conservatism 
can be carried to a harmful extent. What I am saying is that this whole field 
of welfare and pension planning must be treated as scientifically as is possible. 
And that involves knowledge. Government can play a part in developing that 
knowledge. For example, panel discussions like this one today can be very 
useful in giving the public the benefit of different—though not necessarily 
conflicting—points of view. 

Pension and welfare funds are having a meaningful social and economic im- 
pact on the Nation. These programs mean security for American workers and 
their families; and they are great reservoirs of support for the private enter- 
prise system and wholesome collective-bargaining relationships. These objec- 
tives should be encouraged by Government. 

Mr. Svea. I think the committee’s report represents a very whole- 
some effort to view the many, many problems in a short period of 
time. Any committee, any staff that attempts to deal with a complex 
problem of this kind, in 6 months, is bound to have some short- 
comings in its report. I think those shortcomings have already been 
mentioned. 

Perhaps the only observation—I am not even sure I could call it a 
criticism—about the committee’s report I would like to submit is 
that they seem a little fuzzy as to whether they are trying to point 
in the direction of what is to keep these funds on an ethically sound 
basis and what they think should be done to make these funds better. 

I dare say the committee’s staff is at least to date still somewhat 
inexperienced in the many actuarial and administrative and other tech- 
nical ramifications of welfare funds, to have come to some of the 
broad generalizations that they have in the report. 

I will pick one just as an example, and not because I think it is the 
most important. On page 22 there is a sentence to the effect that— 

The subcommittee believes that packaging is in the best interest of welfare- 
fund beneficiaries and urges group-writing carriers to extend the practice. 

You will find that is the last sentence in the third paragraph from 
the top of the page. That sentence follows a very intelligent discus- 
sion of some of the questionable practices. What in effect the com- 
mittee does in this section of the report is to say that in order to cut 
costs and to bring commissions down to a reasonable level it is de- 
sirable to package the policies for commission purposes and thereby 
eliminate what we call top of the scale commissions on each policy. 

But they discussed this matter in conjunction with another in a 
paragr aph, which says— 


However, this practice is not always “standard” when the policyholder requests 
a separation of coverages for dividend purposes. 

That is another matter entirely. Generally speaking, the insurance 
companies quite legitimately want to have as broad a base for their 
risk as possible, and consequently they like to pool the life insurance 
and the casualty insurance, for the purpose of calculating dividends. 
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As consultants we do not recommend to trustees of welfare funds 
that such packaging for experience rating be allowed, because we 
think it simply allows an insurance company to make up losses under 
one type of coverage by dipping into the favorable experience of 
another type of coverage. 

We believe it is the function of an insurance company to underwrite 
the risk on a sound basis, but we do not see why it Is necess: ry for the 
insurance company to spread its risk on unlike coverages. If we 
were consulting with the subcommittee at the time this report was 
being written, we would have pointed out that the pooling of policie 
for experience and dividend purposes should in no way affect the 
general recommendations of the pooling of policies for commission 
purposes. 

Senator Doucias. Do you favor the pooling of policies for com- 
mission purposes ¢ 

Mr. Seca. Definitely, yes, but I do not favor the pooling of life 
insurance and: casualty policies for experience purposes. It has 
nothing to do w ith the payment of commissions. 

On the question of annual reports, I think your committee would 
be misled if you thought that the mere preparation of an annual 
report would in itself be a panacea to the problems that exist in some 
welfare funds. But it is a fact that a report in a prescribed form, 
that would show all assets and liabilities, that would give a detailed 
breakdown of income disbursements, and would show what fees or 
commissions were paid and to whom paid, would go a long way. 

I think these annual reports would have another value, and one that 
has been observed by well-managed welfare funds throughout the 
country, and that is that it gives the trustees of these funds an oppor- 
tunity to place before the employees and the contributing employers 
not only a financial accounting but the positive achievements of the 
fund in terins of the number of | employees and dependents that receive 
benefits and what kind of benefits they have received. 

That is wholesome because it shows the parties to the collect agree- 
ment the value of what, they have accomplished in the agreement in 
the first place. 

I have here about a dozen such annual reports that have been dis- 
tributed by trustees of welfare funds to employees, and to contribut- 
ing employers, showing benefits paid, assets and liabilities, income 
and disbursements. If the committee wishes I will be happy to 
leave these reports with you as examples of what has been done by 
many welfare funds, and, incidentally, long before this committee and 
others started their investigations. 

Senator Doveias, Did you help prepare those reports yourself, 
sir? 

Mr. Secar. Yes, sir; we did. 

Senator Doveras. I notice you modestly did not refer to it, but 
vou helped prepare these ? 

Mr. Secat. Yes. 

Senator Dovetas. And they represent, therefore, your best. think- 
ing about the type of information that should be contained ? 

Mr. Srean. I would say to a considerable extent, yes. 

Senator Doveias. Thank you. 

I notice in your prepared statement you take up the question of 
investments. Do you think that the resources of the welfare fund 
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should be placed in the same company in which these men are em- 
ployed? 

Mr. Secat. I do not. I think that when a welfare trust fund ora = 7 
pension trust fund makes a sizable investment in an employer com- 7 
pany that is under contract with the union that is participating in | 
that welfare or pension fund, there is a grave possibility of a real | 
conflict in interest at some later date. 

For example, let us say that a welfare fund today has halfa million =~ 
dollars in reserve. That reserve is supposed to meet unusual and . 
frequently unforseen contingencies. It is not like a pension fund | 
where you have to have the money for future liabilities. Welfare | 
fund reserves are to meet unemployment problems, perhaps, where 
there is a reduction in the amount of employer contributions, or an- 
other problem, like a sudden premium rate increase, if the loss ratios 
are adverse. 

So, in the first place, I think we have to separate the question of 
reserves in welfare funds from reserves in pension funds. But in 
either event, if that welfare or pension fund had half a million dollars 
and invested that in the stock of a company which happens to be a 
contributing employer, you can see what a problem would arise if 
several months west or a year later that welfare fund needed the 
money or decided that there was a better investment on the horizon 
and withdrew the $500,000 or sold the stock in that company. 

All kinds of dire implications would be read into the possible posi- 
tion of the company, the possible relationship between the union and 
the company, the possibility that the union has certain special infor- | 
mation about the financial structure of the company, and that is why | 
it has sold the stock, and so on. And this is quite aside from the 
general question of whether it is a good investment. 

I think that the mere possibility of the conflict of interest would 
warrant some serious thought on the part of trustees of the welfare 
fund before they invest in a company contributing to the fund. 

Senator Dovetas. Do you think in the case of pension funds, that 
it would be well to distribute the risk by having the reserves invested 
in some other concern rather than in the one in which the workers 
have invested their jobs? 

Mr. Secau. Yes, I certainly do. Any well-managed pension fund, 
whether it is self-insured or whether it is underwritten by an insurance 
company, would do well to diversify its investment and certainly not 

ose the problem that at some later date the employee, in order to 
ook to his ultimate retirement security, needs to also be concerned 
about the investment of his pension fund in the very company that is 
making the contributions to that fund. 

Senator Dove.as. In other words, you say it is better to have the 
resources of finances distributed in a number of baskets rather than 
concentrated in the same basket in which the worker has his job ? 

Mr. Seca. Yes, I do. 

Senator Dove.as. That raises a very interesting question. I would 
like to have discussion. This is more or less a discussion, a pre- 
view, of some of the issues which we inevitably get into in our later | 
investigation. It therefore looks forward, not backward, on this | 
point. 

Mr. Cutrre. I would like to indorse what Mr. Segal has said as a 
matter of principle concerning the investment of pension funds. I 
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would like to emphasize that in the future work of the committee, 
it is important to distinguish pension funds, which are a long-range 
accumulation of capital as to any individual and his interest, from 
welfare funds, which are a quick turnover with tremendous handling 
of cash from day to day and from week to week, but where the inflow 
and outgo are substantially balanced even within relatively short pe- 
riods of time. 

Certainly when it comes to a pension fund which may start as a con 
tribution for a young man of 20 and may not pay him his final benefits 
until he is 80 or 90, it is necessary to have an entirely different invest- 
ment policy and approach. Speaking for myself as an individual, 
I want to strongly recommend that pension funds as a matter of pol- 
icy should avoid investments in the company of the employer or em- 
ployers who are making the contributions. 

If there were only one employer in the country, you would be faced 
with a very serious problem. But with thousands of employers and 
thousands of companies that have common stock, to the extent that 
the pension funds are to be invested in common stock, it is not a se- 
rious limitation on the investment opportunities of the trustees, and it 
does avoid many points of conflict. 

Senator Doueias. As I understand it, only a small proportion of 
insurance company funds available for annuities are invested in com- 
mon stock. Is that true? 

Mr. Eppy. Yes, sir. 

Senator Doueias. What proportion would you say of annuities and 
life insurance funds are invested by insurance companies in common 
stock? New York State and Connecticut are the two big insurance 
States. Do they permit investment in common stocks ? 

Mr. Eppy. With certain limitations they permit investment in com- 
mon stocks. 

Senator Doveitas. How much? Isthere any limit? 

Mr. Eppy. I believe that a company could get as high as 5 percent 
of its assets and maybe a little more in equity, if it wished to do so. 

Senator Dove.as. That is in New York or Connecticut / 

Mr. Eppy. They have similar but not identical restrictions. 

Senator Dove.as. But that is limited to 5 percent usually ¢ 

Mr. Evpy. The insurance industry as such, I think, has investments 
in equities on the average much lower than 5 percent. 

Senator Dovenas. That w as my impression. 

Mr. Eppy. I am speculating a bit, but my memory would be in 
terms of a figure of not much over 2 percent. 

Senator Dove.as. I suppose some table has been prepared by the 
Association of Life Insurance Companies / 

Mr. Eppy. The distribution of assets of the companies, which we 
would be delighted to file with Mr. Leece for your committee if you 
would like to have that. 

Senator Dovetas. We would be very glad to have it, and have it 
made a part of the record. 

Mr. Eppy. Perhaps it is too obvious to mention, but the assets of in- 
surance companies are not segregated assets, identifiable with a partic- 
ular plan. The protection to the individual program is the protection 
provided by the entire assets of the company. 

Senator Dove as. But probably if you had the figures, that would 
be as true for annuities as for life insurance itself. Isn’t that true? 
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Mr. Eppy. There is no segregation of assets between insurance funds 
and annuity funds. The assets are the assets of the company and the 
company’s guarantee extends throughout. All of its liabilities, how- 
ever, are protected by all of its assets. 

Senator Dovenas. Mr. Cliffe, what is your impression on how the 
funds of pension plans are invested? A much larger percentage is in- 
vested in common stocks of companies, isn’t it? 

Mr. Cuirre. I can only speak from a general impression, not from 
detailed knowledge. But I know that in many of the pension funds 
which are self-administered or trustee administered, there has been a 
growing tendency toward increasing the proportion of the total in 
common stocks. 

Senator Doveras. Is there common stock of the company by which 
the employ ees are engaged ? 

Mr. Cuirre. No,sir. Lamspeaking of common stocks as a category. 
I think it would be fair to say that in the early days of the pension 
plans—let us talk of 20 to 40 years ago—there was an almost negligible 
amount of the total fund that was invested in common stocks as a 
category. 

With the passage of the years and the building up of the funds to 
larger and larger amounts, and the continuing inflation which became 
increasingly evident, many trustees felt that the only way that they 
could protect the interests of the pensioners, present or prospective 
pensioners, was to have a type of investment that would tend to go up 
in value, more or less balancing the inflation, or the devaluation of the 
dollar. 

So there has been, I am quite sure, a tendency to increase the propor- 
tion of the fund invested in common stocks as a category. There are 

various figures that are available for some pension funds. I think 
it would not be surprising if there were funds with 20 or 30 percent of 
their total assets invested in common stocks, again as a category. 

Senator Doveias. Do you have any estimate, Mr. Cliffe, as to the 
probable proportion of pension funds invested in either common or 
preferred stocks of the specific companies in which the prospective 
pensioners are employed ¢ 

Mr. Cuirre. I have no estimate of that sort, of my own knowledge. 

Senator Dovetas. Do you think that would be a very interesting 
subject for us to look into? 

Mr. Cure. It might be worth investigating, and of course again it 
would be very dangerous to jump to cone lusions because of differing 
conditions. For illustration—and this is just a discussion and not 
profound knowledge on my part—a small pension plan—that is, a 
pension plan for a small company, would obviously be less well-advised 
to put their funds in the stock of their own company than, let us say, 
A. T. & T. or a very large and very strong financial organization. 

On the other hand, there are advant: ages which have been claimed 
for putting all of your eggs or many of your eggs in one basket and 
then watching the basket. 

Mr. Hopsrs. I would like to say, speaking from my observation as : 
banker investing these funds, that there has been, as Mr. Cliffe s ial 
increasing disposition to put common stocks as a general category, in 
these funds. You have got to remember that beside the pure invest- 
ment theory of common stocks, you will have a company that can 
ill-afford a pension plan. Therefore it wants as high a percentage of 
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common stocks as it can get because the earning rate, the greater earn 
ing rate, will help control the cost of that pension. You may have 
another company that is rich as Croesus, and doesn’t care what it costs. 
It may want none, or a very small amount of common stock. So you 
can’t generalize. 

But in each specific case, let us sav a company with no othe r outside 
influences, you will find the percentages at least in New York, running 
anywhere from mii avbe 20 to 55 percent, according to circumstances. 
The older plans perhaps have a smaller percentage than the plans 
created in the last few years. 

I would like to add, however, that there is a very negligible — 
of a company’s own stock in its own employees’ pension plan. ‘Th: 
doesn't go for profit-sharing plans. I am talking stric tly of pension 
plans. A very tiny percent. Many of them—TI would say the ma 
jority of them—have none of their own stock in their own pension 
plans, and those that do, by and large have a very small percentage, 
though there are some, of course, that have a note or something like 
that in it, and I believe the new law even makes that a little more 
restrictive. 

Senator Dovetas. Thank you very much. It is my understanding 
that if you take roughly the 60 years from 1895 to 1955, that the earn 
ings ratio, if you include appreciation of principal, on common stocks 
has been above the earnings ratio on bonds. 

Mr. Horns. If you include the appreciation, that is very definitely 
true. On the other hand, there have been years when bonds produced 
considerably more earnings than stocks. For instance, 1929. 

Senator Doveas. Is it not true that the phrase “just as good as a 
bond” originated in the period 1873 to 1895, when the price level was 
falling, and the appreciation was in favor of bonds? 

Mr. Horrs. You have got me. I do not recollect the 1870's. 

Senator Doveras. I am older than you are, Mr. Hobbs. 

Mr. Hores. But a good stock, as my guess, is as good as a good bond. 

Senator Dovucias. Am I right in that, Mr. Cliffe / 

Mr. Currre. I think that was the origin of the phrase. Obviously 
during a period of deflation, a bond is basically better than a stock. 
Again it is dangerous to generalize because there are many bonds 
that aren’t worth a tinker’s hoot. 

Senator Dovetas. I am simply speaking of the overall average. 

Mr. Cure. Broadly speaking, yes. 

Mr. Eppy. Mr. Chairman, I cannot comment on the origin of the 
phrase, but I do know that in competition, the periods of time when 
funds with equities give insurance companies the most trouble are 
during the times of a rising market when there may be the sense of 
continuing appreciation in the stocks in an equity. Those things 
fluctuate up and down, of course. We each have our own approach to 
it and our own arguments. Fortunately the public is not a buver 
that draws almost the same conclusions. Different people. as Mr. 
Hobbs pointed out, have different reasons for buying and for investing. 
I think that 1s rather fortunate because overall in the country we get 
a better spread of experience. 

Mr. Faunce. I just want to say, Mr. Chairman, that I hope the 
committee will develop the question of investment of pension funds 
in the company which employs the people who are to be the bene- 
ficiaries of the fund, because I do not think there has been very much 
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done on it, and people have very sharp opinions one way or the other. 
I happen to think they should never be invested in the companies, but 
I think it would be quite helpful to have both points of view. 

Senator Doveias, I would like to have you amplify your point of 
view on that. It seems to agree with Mr. Segal and Mr. Cliffe. 

Mr. Faunce. One of the main reasons, of course, if you assumed 
that you had all the pension fund invested in the company’s stock 
and the employees are looking forward to their retirement from those 
investments, and if something happens to the company or the industry, 
even, the investments disappear over the long periods which the pen- 
sions cover, and you would run a fairly real risk that there wouldn’t 
be anything left there. That, I think, is the chief danger. 

Then the possible influence of the company over the fund and its 
activities. It seems to me that there is a great conflict of interest at 
the outset in putting your own pension fund money into your own 
company. 

Senator Doueras. That is a very interesting comment. In recent 
days it has been discovered that the welfare fund of a large company 
apparently owns a large block of stock in another company which in 
turn owns a large block of stock in still another company in the same 
industry as the first company, and with which the first company has 
declared its intention of merging. There is a real question as to 
whether this control of stock may not be used in a very powerful 
fashion to put through a merger with a supposedly competitive com- 
pany. 

You notice that we do not give the names of the companies. 

Mr. CruiKsHank. Mr. Chairman, just this note in passing, on this 
very interesting point that you and the other gentlemen have made: 
There is not only this conflict of interest that arises, but also the point 
that you have really put all your eggs in one basket, if you invest that 
way. Just looking here at the report, I notice that the first plan, 
although it is a profit-sharing plan, and therefore not strictly com- 
parable, is this plan of the Brewster Carriage Co. in the 1870's cited 
on page 3. I am just thinking of a young man working in that car- 
riage plant at the age of 20 who on retirement in 1915 would have 
found the carriage industry in pretty sad shape. It would have been 
a lot better if they had invested in some General Motors stock, let us 
say. 

Mr. Curr. There wasn’t any General Motors at that time. 

Mr. CrurksHank. All industries can go down. Even Telephone & 
Telegraph, which looks, I guess, from what financial people say now, 
pretty solid. But who knows what 50 years—and we are in these funds 
of course, particularly pension funds as Mr. Cliffe differentiates quite 
properly on a long-run basis—who knows what 50 years will bring. 
We are looking at this in the long run. You cannot tell whether A. 
T. & T. is going to be any good 50 years from now. 

Mr. Frrzuvuen. They would solve all their problems, Mr. Chairman, 
if they would turn the money over to a good insurance company on 
an annuity policy. 

Mr. Horns. Senator, I would like to point out in view of Mr. Cruik- 
shank’s point, that I think it is quite clear that the less restrictive 
you are in your investment prohibitions, the more likely you are not 
to interfere with what will happen in the future, because the buggy- 
whip industry and things like that did go down the drain. 
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In other words, any investment man has as a philosophy that you 
shouldn’t tie the hands of your investment people. 

Senator Doveras. That presupposes that the investment people not 
only know what they are doing, oe regard themselves primarily as 
trustees of the fund, not in some other capacity. 

Mr. Kirkxanp. I think there is another aspect of this that ought 
to be borne in mind, that there are many plans that are only partially 
funded or that are not maintained on a fully funded basis, or are 
maintained by an arrangement whereby in some years a company will 
skip the financing of it, and in those cases you have just as much of 
an Investment of the fund in the assets of the company as you do where 
the fund is used to buy company stocks or bonds. That situation, I 
believe, is quite prevalent. 

Senator Doueias. Let me see if I understand you. You mean 
where the contributions, though contracted for, are not actually 
made ¢ 

Mr. Kirkianp. Yes. 

Senator Doveias. Because of the situation in the industry / 

Mr. Barpsasn. Or the policy of the company. 

Mr. Kirkianp. Or the policy of many funds to never pay up past 
service, for example. The past-service liability represents a debt of 
the company to the fund. 

Senator Doveias. Where reserves are not built up to meet the con- 
tingent liability ? 

Mr. Kirkuanp. Right. 

Mr. Cuirre. Mr. Chairman, may I point out that that situation is in 
part the fault of Internal Revenue, that is, where a new plan is estab- 
lished and credit is given for past service, the company cannot get 

tax advantage if it pays in the total value of that past service in one 
Jump sum. ‘Internal Revenue prescribed that not more than 10 per- 
cent of that past service liability can be paid in and treated as an 
offset against income in any 1 year. So when a new pension plan is 
established, the past-service liability which the company may agree 
to pick up, as Mr. Kirkland has pointed out, takes about 12 years, 
with accumulated interest, before it can possibly be all paid in to the 
fund, 

Mr. Kirkianp. There are many funds that have been in existence 
longer than ample time to pay off the past-service liability, where it 
has not been paid off. 

Senator Doveias. And your fear is, though unexpressed, that in 
these cases the liabilities will accrue and the funds will not be avail- 
able for payment. Of course that is true of a great many public- 
pension plans in the country, too. 

I have examined some of the police and fire and teachers annuity 
plans, and it seemed to me that a great many of them were actuari: lly 
unbalanced, and that in a few years there would be a terrific problem 
in providing pensions which were supposedly guaranteed, for which 
adequate reserves had not been accumulated. 

Am I wrong in that? 

Mr. Eppy. You are entirely right, sir, entirely right. 

Mr. Bargzasu. This, Mr. C hairman, i is the basis of the 113-d: ay strike 
that the auto workers conducted in the Chr ysler situation not too long 
ago, on the very issue of the funding of the pensions. They felt that 
there had to be some basic secur ity that the mone y would be available 
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when it was needed. This has been a very important union issue, with 
respect to pensions. 

Senator Doveras. Any further comments? Mr. Segal, you startec 


this off. Do you have any further comments to make? 

Mr. Seca. I know that Mr. Fitzhugh made a comment rather jocu- 
larly about solving the problem of investments by putting the money 
with an insurance company, which does diversify. Although I don’t 
want to give the impression of supporting the insurance company 
view or the banking view of this thing, I think each situation requires 
its own analysis. I for one am a little alarmed at the artificial com- 
petition thi at is being stimulated as to investment yield between pen- 
sion funds. 

Investment yield is a very important actuarial assumption in a 
pension fund. Half of 1 percent additional investment yield can 
mean a difference of anywhere from 10 to 15 percent more by way of a 
monthly pension benefit. So obviously if somebody comes ‘along and 
suggests that by putting 50 percent of your money in common stocks or 
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75 percent of your money in common stocks, you will have a yield at i 
314 or 4 percent, in practical terms that might mean another $10 or i 
$15 a month pension, and that is a rather attractive lure. 

But with that kind of an investment approach goes the responsibil- 4 
ity of what you would do if at the time the pension benefit is paid to i 
the pensioner, you have to come along and announce that because of : 


a decreased vie ld you are going to cut the pension benefit. 

Senator Doveras. Isn’t that the problem which some of the Cana- 
dian life-insurance companies faced in—what shall we call it—the 
contraction of the thirties? 

Mr. Secau. I think it would be very wise to have the pension money 
somewhat conservative in its investment in common stock lest they go 
overboard on attractive immediate yield and pay the price for that 
later. 

Senator Dovetas. Is it not true that on the basis of the last 60 years, 
if you could get a well-distributed series of investments in common 
stock, that the yield, including appreciation of principal, would have 
been hieher than a well-distributed investment in bonds? i 

Mr. Seca. No question about it. 

Senator Doveras. Due to the rise in the price level ? 

Mr. Seca. Yes. And if 25 percent of a pension fund, or something 
like that, is put in common stocks, there probably wouldn’t be any ; 
danger. But when you find people in the pension field recommend- 
ing—and [ am happy to say no one here is—50 percent or 70) percent 
in common stock just to get a yield up to 4 or 414 percent, that is 
dangerous. 

Senator Doveras. Do you know of pension funds where the percent- 
age in common stock is as high as that where it is under trustee ? 

“Mr. Srcau. There are in New York now several firms that are advo- 
cating pension funds that are practically wholly in common stocks. 

Mr. Hoses. Mr. Segal, you say people advocating that. Don’t you 
mean some of these investment trusts advocate the use of their secu- 
rities as an investment medium? I don’t think they tell the employer 


that he should put 100 percent in those securities. At least I have 
heard of no such example. 
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Mr. Seca. That is correct. The ‘VY appe al to the trustees who have 
the investments to make. ‘They do not get into the collective-bargain- 
ing aspect. 

Senator Doveias. Any further comments / 

Mr. Eppy. Mr. Chairman, just so there will not be a misinterpre- 
tation of the record, because we have been commenting on stocks 
versus bonds, there is another important avenue of investment, as you 
well know, in mortgages which is one of the largest classes of invest- 
ments of life-insurance companies’ portfolios under which I think 
there is larger interest rate and larger expenses, but the net return 
has proved out to be more gratifying than on bonds. 

Senator Doueias. Yes, of course. Are we through with the pre- 
liminary questions which we raise / 

If we are, let us turn to the second question on the agenda: What 
part do employee welfare and pension plans play in collective bargain 
ing? Is this an important part of collective bargaining, Mr. Cruik- 
shank ¢ 

Mr. CrurksHANK. Of course, Mr. Chairman, as the report itself 
cites, the development of employee welfare and pension plans do today 
play a very large part in collective bargaining, and I think in that 
connection it is ‘probably well just to emph: size here again what you 
stated at the outset, that the purpose of your inquiry is not to just look 
into limitations for the sake of limitations themselves, or to limit the 
area of collective bargaining which has been est: aaidaas. in this period 
of growth, but to simply inquire as to what further steps the Govern 
ment may have to take to protect the interest of the beneficiary. 

That I take it is your whole objective. You don’t want to limit the 
area of collective bargaining. You are not even exploring whether 
that should be limited, I take it. 

Senator Doveras. But is it not true that, whereas collective bargain- 
ing formerly referred to wages and hours, what are termed working 
conditions, that fringe benefits in the last 10 years and perhaps in the 
last 7 or 8 years, have come to play an increasing part in the nature 
of collective agreements ? 

Mr. CrurKsHaAnk. Quite right. And even beyond that, our feeling 
is that these are a form of wages. A pension plan, for example, is 
eae much a deferred wage payment, and is recognized as such in the 

tax structure of corporations, and so is a welfare pl: in, as it developed 
in this history of the fringe benefit. It is a form of wage sometimes 
paid in kind rather than ¢ ash, but stilla wage payment. 

Senator Doveias. Do you have any estimate, Mr. Cruikshank, as 
to what the total annual value of the health, welfare. and pension plans 
amount to in unions which are affiliated with the A. F. of L./ 

Mr. CrurksHank. It would have to be an awfully rough estimate. 
Maybe Mr. Kirkland has a better figure. 

Mr. Kirkianp. I have no idea 

Mr. CriksHank. We know from the studies the Health, Educa- 
tion, and Welfare Department made, what the overall picture is. We 
don’t have a breakdown of the proportion—— 

Senator Doveias. I wonder if you could give the overall picture. 

Mr. CruIKsHANK. Something over $2 billion. 

Senator Dovetas. Is that for pensions alone / 

Mr. CrurksuHank. No, health and welfare. 
Senator Dove.as. Health and welfare alone? 
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Mr. CrurksHank. Yes. 

Senator Dovetas. Does that include pensions ? 

Mr. CrurksHank. No. Pensions are separate. 

Senator Doveias. Do you know how much pensions would be in 
addition ¢ 

Mr. CrurksHank. I do not know offhand. There have been some 
interesting studies recently on that, though, that I think do give a 
pretty — figure which could be introduced. 

Mr. Hosss. Something over $3 billion, including the profit-sharing 

Jans. 
r Senator Dovetas. So that it makes a total of $5 billion. Tenta- 
tively, I may say that this makes section 462 of the Internal Revenue 
Act of 1954 assume great significance. Mr. Barbash, do you have any 
ideas ? 

Mr. Barrasu. Yes, sir. I think welfare and pension plans play an 
exceedingly important part in collective bargaining, and I think will 
tend to do so at an increasing rate, and in whatever surveys have been 
made of worker attitudes on this subject, the word “fringe” is just 
a term of art but does not really describe it in terms of its priority 
standing. This is a provision which affects the worker almost as 
intimately as any other provision of the collective agreement. 

Senator Dovetas. In other words, they are integral parts? 

Mr. Barsasn. Integral parts of the collective agreement, but in 
terms of its personal impact, in terms of its individual impact on the 
individual worker, it is a very sizable one, and a large part of this, 
as you are familiar with and have written about, Mr. Chairman, is due 
to the inadequacy of our social-security legislation in this field. An 
important origin of the union-pension drive has been as a supplement 
to the inadequate Federal pensions. 

The whole push in large part for health and welfare funds has been 
stimulated by the need for doing something about this problem on an 
admittedly hit or miss basis. Both the AF of L and the CIO I think 
make the point that their interests in health and welfare and pension 
plans are not intended to submerge its interest in getting adequate 
legislation. 

As Mr. Cruikshank, I think, very aptly pointed out, many of the 
problems that we are confronted with in this field arise out of an 
attempt to make do with inadequate materials, with inadequate con- 
trols, what in many instances could be better done if it were put on 
an across-the-board basis. 

It does not mean, Mr. Chairman, I hasten to add, that the CIO 
certainly believes that there is no room for voluntary pensions and 
health and welfare funds. There is certainly room for these volun- 
tary plans in any national scheme. But this problem is underscored 
and accentnated by the absence of adequate legislation in this field. 

Senator Doveras. Do any of the employer representatives want to 
make a comment ? 3 

Mr. Suripon. I would just say, Mr. Chairman, that I imagine this 
is one point on which all the members of the panel quite readily 
would agree. Probably it is not necessary particularly to belabor the 
point. Obviously the whole question of union welfare funds and 

ension plans is a very important part of the whole collective-bargain- 


ing picture. We have figures in your own report with regard to the- 
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magnitude of the operation, and as Mr. Barbash has said, it is grow- 
ing every year. 

T think when you look over any rundown of recent collective-bar- 
gaining settlements, you are likely to find a third or a half perhaps 
do involve increases in health and welfare and pension programs 
already set up. 

From the standpoint of their role as bargaining issues, you can, I 
think, just as likely have a strike over a welfare-pension issue as 
you can over wages, seniority, or anything else. They are very, very 
important in the collective- bargaining scene. 

Senator Dove as. Any further comment ! 

The third question which we raised was in connection with section 
302 of the Taft-Hartley Act of 1947, which required that in connec- 
tion with health and welfare plans there should be joint administra- 
tion of the fund, and that they should be administered as a separate 
trust, with the funds not commingled with other funds. 

I would like to have someone, anyone who feels moved, comment 

regarding the practical effectiveness of section 302. 

Mr. Barsasu. I will start off by reading the sentence which we 

have in comment. 


Section 302 has not worked— 
I am reading from our statement— 


because there is a serious question in the first place as to whether it was a 
useful piece of legislation and really addressed itself to the really crucial 
factors involved in these situations where honest administration has broken 
down. 

Since question 4 is related back to 3, I would like to read that too, 
if I may, Mr. Chairman. 

What do these plans represent in terms of cost and employee coverage, and 
what can be done by labor and management to stimulate real joint control 
and administration through a board of trustees or a joint board of administration 
to the end that the intent of Congress to prevent unilateral control of the funds 
may be effectuated? 

I would like to address myself to both of these questions, sir. 

Senator Dove.as. Let us consider these two questions. 

Mr. Barzasn. The intent of Congress as expressed in section 302 
was to prohibit unilateral control of the funds by unions. This was 
apparently based on the assumption that only unions would abuse 
the administration of welfare funds if they were allowed to administer 
these funds unilaterally. Funds unilaterally administered by em- 
ployers were thought to be beyond such vulgar temptations. We 
think that the problem of “real joint control and administration” is 
a subject which the subcommittee may want to explore further, but 
in our judgment it is best resolved by the parties through "free 
collective bargaining. 

The point being, Mr. Chairman, that no mechanical gimmick, I 
think, can go to the question of the honesty with which a fund is 
administered, and it is clear that the provision for joint control has 
not prevented the funds from being subverted for the interests of 
private persons. 

In the multiemployer industries, the casual and intermittent indus- 
tries like clothing and maritime and building trades, the union must 
inherently play an organizing function, because it is the only instru- 
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mentality which deals with the whole industry, not only with respect 
to health and welfare funds, but with respect to the hiring practices, 
as you are well familiar. The union functions as the organizing 
mechanism through which you bring an orderliness into the economic 
and social practices of the industry. 

Sometimes, to be sure, this orderliness falls short of meeting social 
responsibility, but this isn’t to deny the fact that the union must in 
the nature of the thing play an important proper role. 

The point is that section 302 does not address itself to the real 
problem. The real problem is not whether it is joint control or uni- 
laterally controlled. 

Senator Doveias. What is the real problem ? 

Mr. Barrnasn. The real problem is whether they are honestly ad- 
ministered, and this has nothing to do with the method of organiza- 
tion, because it is possible where one or the other plays a dominant 
role, to subvert the method of organization in the interests of a few 
selfish people. 

Senator Doveias. Are you saying that disclosure is more important 
than joint administration ? 

Mr. Barsasnu. Absolutely, absolutely more important than joint 
administration. 

Senator Doveras. You say joint administration has not worked. 
On what basis do you make that statement ? 

Mr. Barpasn. It hasn’t worked in many instances, let me say, on 
the basis of the facts contained in your report, on the basis of the 
facts developed in the various investigations that you have collusion 
in several instances between union representatives and employers to 
subvert the interests of the fund. 

The mere fact that you put the employer in on this thing did not 
prevent him from abdicating his responsibility as a representa- 
tive of the whole group. This will happen. This will happen be- 
cause in the last analysis you cannot provide any provision which will 
put a policeman in every trust fund to see that it is being administered 
with due regard for the interests of the parties. No mechanism, no 
instrumentality, can do that job. 

I also do not want my remarks to be construed as saying that the 
joint administration technique has worked very effectively in the ma- 
jority of instances with which we are familiar, and is a necessary part 
of the scheme. Joint administration is not the answer to honesty. 

Senator Doveias. You mean it is not the complete answer. 

Mr. Barsasn. It is not the complete answer, that is right. By the 
way, I think ethics and equity would demand that joint ~administra- 
tion work both ways. That is to say, if you are going to say that 
unions cannot administer a fund unilaterally, you ‘also “ought to say 
that employers cannot administer a fund unilaterally, because other- 
wise the inference that you have to draw is that one section of our 
population, because of some peculiar composition of its genes, is 
inherently more susceptible to chicanery and dishonesty than any 
other section. This would not be true genetically nor would it be 
true socially. 

Senator Doveias. Iam not an expert on genes. 

Mr. Leecr. Mr. Barbash, admittedly the committee was only able 
to get into 29 funds, most of which were of the jointly administered 
type. 
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Mr. Barnasn. Allof which, Mr. Leece? Weren't they ¢ 
Senator Doveras. All of which were supposed to be jointly 
Mr. Leecr. With reference to your observation, Mr. Barbash, we 

did find a very definite correlation between a eood program on the 

one hand and an active and intelligent interest on the other by both 

the union and employer trustees. The reverse was also true that where 
we found a bad fund, we found that the fund had come under the 
exclusive control of one party or the other, and . re was no real 
joint administration as intended and conte mpl ited | \ the Congress. 

Mr. CrurksHAank. But the real quest ion here isn't. age joint ad- 
ministration work? The real question here is, will the compulsion 
to joint administration work? What Mr. Leece says is  midand tedly 
true. But the question could well be raised in those plans, where you 
had the evidence of coapert ition and mutual adjustment, and so forth, 
wouldn’t you have had the joint administration anyhow, without 502? 
Because what we are talking about is the eflicacy of 302. We find 
that where there is a will to get away from it, you get away from it. 

You can get away from it aside from this matter that the compul- 
sion is directed all tow: ard one party. 

Mr. Faunce. I would say we would not have joint administration 
unless it were required under the act, because | have had experience 
in one situation where the collective-bargaining commitment has been 
made for health and welfare at so much money per week, and then 
‘\ complete refusal by the joint administration machinery of 302, 

Three hundred and two does not handle that situation at all, but from 
that I would say we would not have joint administration unless it 
were required. 

Senator Doveias. What would you say to the point that Mr. Bar- 
bash raised, that if you do have joint administration, it should apply 
to employers’ funds as well as to so-called union ane 

Mr. Faunce. It may be collectively bargained i health and wel- 
fare plans and joint administration where the setae has taken 
over the administration, I do not know. For the handling of funds, 
that may be. 

Mr. Kimkianp. Thaf is true in the majority of cases, I believe. 
where the negotiation is on the basis of benefits; in practically all 
cases the employer administers the fund. 

Senator Doveras. Are you saying that in a typical collective bar- 
gaining agreement, the agreement is on benefits, but the administra- 
tion is in the hands of the ‘employer? Q 

Mr. Kirxtanp. No. What I am saying is that typically in certain 
situations such as where bargaining is on a multilateral basis, where 
the industry is casualized, you have to have a central fund. In other 
types of situations—and this I think typifies our production industry 
generally, where negotiations are carried on with an individual em- 
ployer—there is ordinarily not a fund. The negotiations are cus- 
tomarily in most cases conducted entirely on the basis of the benefits 
to be paid. 

The method of financing and administration is left to the employer 
with only some provision “for a grievance ponnenrs: That, I think, 
numerically constitutes the majority of the cases of welfare funds 
in this country. 

Furthermore, in many of those cases—— 
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Senator Dovenas. Mr. Leece says that that is certainly true in the 
case of the automobile industry. 

Mr. Barrasu. Mr. Chairman, it is certainly true, I think, for the 
whole range of American industry, and that is why I think that the 
statement on page 8 of the report— 

Most of the benefit plans which have arisen directly out of collective bargaining 
are administered by trustees representing both the employer and the labor or- 
ganization concerned. 

is just not so, I think, as a matter of fact. 

I do not know of any studies that have been made, but just a quick 
accounting would indicate that by and large in terms of employees 
covered, in terms of dollars involved, most of the plans which are 
collectively bargained are for the crucial decisions unilaterally 
administered by management. 

Mr. Leece. Is it not true, though, Mr. Barbash, that you do have a 
joint board of administration in that type of fund ? 

Mr. Barwasu. No; it is not true. It is not true. The prevailing 
pattern in the mass production industries is quite likely to be, as Mr. 
Kirkland has indicated, that the problems are handled on a grievance 
basis. That is to say, the employer controls the funds, he purchases 
the insurance, if insurance is involved, he processes the claims, or 
with the collaboration of the insurance company, and then if the 
union has a gripe, it either processes it through a special grievance 
machinery for that purpose, or processes it through the normal 
grievance procedure. 

But it would not be true, I think, in the large mass production in- 
dustries, which means the large one-employer arrangements, that you 
have administration by a joint board of trustees. 

The situation in the automobile industry where this exists, is the 
exception, the decided exception, and not the rule. 

Mr. Kirkianp. I would like to say one thing further. If you apply 
some of the standards that are applied in the case studies in this 
document to many of these unilaterally managed plans, you would 
have to arrive at the conclusion that they are grossly mismanaged, 
because there is, as I say, not joint administr: ation. 

Furthermore, in a great many of these cases, there is absolutely 
no disclosure, meaningful disclosure, to the members covered by the 
plan, even in those instances where there are direct employee con- 
tributions to the fund, and the employer is administering a sum of 
money which is not only wages in the indirect sense, but actually cash 
contributions belonging in every sense of the word to the workers 
covered. 

We have encountered a great deal of difficulty in many cases in 
extracting meaningful information from employers on these programs. 

Senator Doveias. Let me see if I understand your position. What 
you are saying is that in practice very large numbers of workers 
have provisions for health, welfare and pensions through collective 
bargaining, that these therefore are not gratuities as they may have 
been originally, but are really a part of the wage. 

Mr. Kirkanp. Absolutely. 

Senator Dovenas. That frequently concessions will be made on 
the wage, in order to get these benefits—I am trying to get your ar- 
gument—since they are a part of the wage, that they ‘should be jointly 
administered ¢ 
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Mr. Barrnasu. I do not go quite that far because we have both pro 

visions. QOur affiliates in the CIO carry on both types of plans, the 
‘ointhy administered and the unilaterally administered. As you will 
hear from the steelworkers tomorrow, they have a preference for 
one type. 

My point is that I do not think this kind of provision makes much 
sense in the first place. For one thing, it lacks equity. But in the 
last analysis, it should be determined through collective bargaining 
rather than by any arbitrary rule. 

To footnote Mr. Kirkland’s point, most collective bargaining on 
health and welfare funds is carried on with a definite notion and a 
definite estimate by union and management as to how much there is 
in the kitty for a health and welfare fund. The total estimated 
amount that is thought to be in the cards for a wage increase is a 
detinite factor in allocating the amount to health and welfare funds. 
So if you get the 5 cents in the health and welfare fund, you take 
off 5 cents from somewhere else. That re presents, as you know, Mr. 
Chairman, definite internal problems within the union as to pension 
funds, such as the interests of the older members versus the younger 
members and so on and so forth. 

Mr. Kirkianp. I just want to emphasize that we are not asking 
for legislation in any sense of the word to require bilateral or joint 
administration or giving us the right to joint administration of those 
funds. 

Senator Dovenas. Are you asking for the repeal of 302 as it now 
stands ? 

Mr. Kirkuanp. I think the solution to this problem does not lie in 
the Taft-Hartley Act. It is not basically a labor relations problem. 
If you had the fund managed by a group of judges or policemen, you 
might still he ave corruption in that some of the men involved would be 
dishonest if there is no adequate interest or information available to 
the people who have an interest in the fund. 

The only way I know through the business of administration alone 
by which you can assure the question of honesty is to put a choir of 
angels in charge of the fund. 

Senator Dovenas. But you did take the position in favor of dis- 
closure. Is that not true ? 

Mr. CrurksHank. The federation itself has not yet adopted the 
proposal in favor of disclosure. 

Mr. Kirkianp. We are considering that question. 

Senator Doveias. The CIO has declared itself in favor of disclosure. 

Mr. Barsasu. For itself, as part of the governing regulations with 
respect to the relationship of the international union to the CIO. 

Senator Doveras. The A. F. of L. has not yet adopted this, but it 
is coming up at the next meeting of the executive council. 

Mr. Crviksnank. It is one of the proposals that is now before the 
executive council, Mr. Chairman. 

Senator Doveias. The proposal that has been tentatively advanced 
is for disclosure ? , 

Mr. CrurKsHANK. Yes, sir. 

Senator Doveias. Would you favor that as being included in the 
national labor law / 
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Mr. CrurksHank. No, sir; I do not think that is where it would 
belong. That is because I don’t think the whole issue is a matter of 
labor relations. 

Senator ALvorr. Mr. Barbash, I have not had the pleasure of being 
in on the earlier part of this meeting this morning. I do not quite 
understand your reasoning with respect to this joint control. You 
say it is inequitable. In numerous situations—and I am speaking out- 
side of the field of just labor relations—parties who have interests ; 
which are not always the same often and usually do provide for joint 
boards of control if they want to pees situations. 

Without respect as to whether it should be bilateral—if you are i 
going to have it for one you zen h ave it for the other, and I leave 
that aside for the moment—do I understand you to say you think that i 
mere disclosure of the funds is in itself sufficient for the proper control 
of the funds? 

Mr. Barsasu. No, I do not say that, sir. 

Senator Atxorr. I do not either. What would you do, then? 

Mr. Barnasn. In the first place—I hasten to preface this by saying ; 
I am not a lawyer—you have both st: atutory and common-law require- 
ments of trusteeship. If a trustee violates his trust, breaches his trust, 
if he derives undue personal gain, he is subject to suit and possibly to 
criminal suit for violation. 

I think it is a very interesting thing that as far as I know in all of 
the cases uncovered in New York—TI may be wrong—I have not heard 
of a breach of trusteeship suit against the trustees. 
controls against a trustee who dishonors his trust. 
not enough. 

Senator AtLorr. May I interject there that you may have a suit, 
but unless you can place your hands on assets, there is no point in 
spending a great amount in suing the trustee. 

Mr. Barnasu. That is because the common and st atutory law itself 
is not adequate to deal with this problem. The point I made, however, 
was that joint control gives you assurance of precisely nothing with 

respect to the honesty with which these funds are administered. It is 
no automatic “open sesame.” That is the point I am making with 
respect to joint controls. 

Senator Douetas. Does it not provide a safeguard? I do not say it 
is a complete insurance, but is it not a safegu: rd in that there is an out- 
side party looking in, so to speak, or that may look in? I think you 
are right on the necessity of this being reciprocal, that it should not be 
merely employers having a voice in more or less union-managed funds; 
but also unions having some control over more or less “employer- 
managed funds. 

Granted the reciprocal feature, however, is there not an advantage 
in having both parties, the normal contributors and the recipients, 
represented ? ; 

Mr. Barnasn. Certainly there is an advantage. But thereisadif- 7 
ference between there being an advantage and incorporating it into 7 
legislation and saying that this therefore gives a stamp of approval 
and a wwe, of honest efficiency. Of course it is an advantage. 

Senator Dovaras. Is it not a safeguard ?—not that it is a stamp of 
approval. 

Mr. Barsasu. I would say in many instances it is a safeguard. 
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Senator Dovetas. And if it is a function of the National Govern- 
ment to promote the general welfare, why would that not be a proper 
activity for the Federal Government ? 

Mr. Barsasu. Mr. Chairman, I would say there are many things 
which could promote the national welfare which ought not necessarily 
be the subject of legislation. ‘There are situations where honest peo 
ple can disagree about what is right and what is wrong, pi articularly 
in this highly complex and flexible field of health and welfare funds. 
While there are many things that would improve the character of the 
health and welfare funds, improve their efficiency—some of your prob- 
ing questions with respect to pension funds are good illustrations of 
sound practice—but there is a serious question in my mind as to 
whether every standard of sound practice ought to be incorporated 
into legislations. 

So we have to draw a distinction, it seems to me, between a problem 
which is so overriding in its importance to the central problem, and 
good practices. This is the distinction which I think in part the re 
port does not make, the distinction between efficiency and honesty. 

Mr. Lercr. I would like to comment there that we have found 
generally, or at least we concluded, that rather than having a trustee 
relationship, you had an agency relationship. ‘The trustees in some 
cases, both union and management, were acting really as agents of 
management or the union and not as trustees for the membership 
covered—which is what was intended or iginally. 

You have an agency relationship rather than a trust relationship. 

Mr. Barrasu. I am afraid to comment extensively on this because 
I feel you are going to take me out of my depth at this point. But I] 
would like to make a point on the honesty of unilateral union-manage- 
ment funds. Every year now for the last 35 or 40 years, as an appen- 
dix to the report of the Executive Council of the American Federation 
of Labor, there are 5 or 10 pages of close-spaced type listing the uni- 
laterally managed benefit programs. As far as | know, I have not 
heard of dishonesty or inefliciency in the administration of these priv- 
ate benefit funds. 

I think that the A. F. of L. spokesman might be more informed 
on this point. But I certainly as a student of the subject have not 
heard of any significant degree of chicanery in the administration of 
these funds. 

Senator Dove.as. This is a very important question. The union 
representatives have spoken up. We have not had too much com- 
ment from the management representatives or from the insurance 
companies, the banks or from Mr. Segal. 

Mr. Faunce. On the specific question that is in point 4 here, and 
point 3, I do not think section 302 is a very effective regulatory 
measure. It simply sets up some signposts to follow; and then from 
there on, the question of regulating it or administering it efficiently 
and honestly depends in the last analysis on the attitude of the people 
involved. I think it only points the way very slightly on disclosure, 
because disclosure does not go far enough. 

It basically seems to me it does not do much in the w ay of regula- 
tion of funds in the sense we are talking about. 

Senator Doveras. That is, you do not think that 302 has been prac- 
ticed very effectively ? 
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Mr. Faunce. I do not. 

Mr. Suevipon. To be specific about it, sir, our association has in 
its report adopted some language dealing with 302 and what we think 
to be its inadequacy. 

Senator Dove.as. What page is that ? 

Mr. Suevtpon. On page 5. We summarize briefly the requirements 
of 302 and then say the present provisions are loosely drawn and are 
subject to circumvention and have proved an inadequate safeguard. 
We say then that the act should spell out with greater specificity 
just what information the annual caeie shall contain. 

In our view it should also require that annual reports in an appropriate form, 
including all pertinent information on fund operations, be sent to all participating 
unions, contributing employers, and covered employees. 

Then we get into another matter which I think we can take up, or 
are scheduled to take up later on in the agenda, and that is the question 
of State versus Federal control. But in essence we do feel that the 
present section needs to be tightened and improved. When it should 
be done is another question. 

We happen to feel that the States first should be given more adequate 
opportunity to erect their own safeguards, probably through the in- 
surance departments in the respective States. But we do feel that 
going along with such State action there should be some tightening 
and improvement in the present language of 302, specifically to specify 
in more detail what the audit shall contain: and then, secondly, to 
go beyond the present provision which merely requires the audit re- 
sults be made available to any interested person and make it a specific 
obligation of the fund to make the reports available, we think, in 
simple understandable form to the employees and employers and 
unions. 

Senator Dovetas. I do not want to create differences if they do not 
exist, but I am trying to see if there is a conflict of views here. You 
would say that the provisions of section 302 need to be tightened. 
Do I understand Mr. Barbash and Mr. Cruikshank to say that the 
provisions of section 302 should be abandoned, and that this general 
subject is not a matter for Federal legislation ? 

Mr. Barpash. Section 302 as a part of the Taft- Hartley law, I think, 
should be abandoned. The Taft-Hartley law is a labor relations 
statute. It isa serious mistake to attempt to regulate under one head- 
ing labor relations, subversive activities, health and welfare funds. 

Health and welfare funds, if they are dealt with at all, should be 
dealt. with in a comprehensive statute which is standing on its own 
and is not tied in as the tail end of a statute. Otherwise we are con- 
fronted with a patchwork proposition. 

Senator Dove as. In other words, you say if there is Federal 
legislation, it should be a separate statute. 

Mr. Barpasu. Absolutely. 

Mr. CrurksHank. That is right, because the need, if any, as it will 
be developed in the course of your inquiry is to the protection of the 
. rights of the beneficiaries—not to control the techniques or contents 
of collective barg: gaining. 

Mr. Krrxuanp. That protection ought to be given regardless of 
whether or not collective bargaining is involved. 
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Mr. Faunce. Mr. Chairm: an, yet if the joint control conce pt of 502 
is really carried out by both parties, it has a very real effect and a good 
effect on labor relations. It is rather useful. 

Mr. Sreav. I would like to support that last view of Mr, Faunce’s 
completely. I have heard many union leaders who served as trustees 
of welfare and pension funds say that they have benetited by the ad- 
vice of the employer trustees who have sound business experience, 
many of them, and who have also said that they have been brought 
closer to the industry on a common field outside of the actual collee- 
tive bargaining, and in common problems. 

I have also heard some union leaders say that it has been easier to 
negotiate improvements in pension and welfare plans when employer 
trustees have been participants in the preexisting program, than when 
the employers were not participants. And the trustees understood 
the program and how it worked and what was going to be accom- 
plished. 

Mr. CruiksHANK. I do not think we need to say, Mr. Chairman, 
that none of us is arguing against the idea of joint control, where it is 
desirable in a given situation. We are just arguing against (1) bein 
unilateral in character as applied, and (2) against the legal cae 
tions being incorporated in a labor adie act, particularly an act 
whose provisions were designed as a punitive set of motivations. 

Senator Dougias. The A. F. of L. has not yet taken any formal 
position. Has the CIO taken any formal position that it would favor 
a separate statute dealing with health, welfare, and pension matters, 
which among other things would provide for joint administration ¢ 
Or does it believe that the question of joint administration should be 
left to the individual collective agreement / 

Mr. BarsasH. We have, I think, Mr. Chairman, taken no official 
position on the question of joint administration because we have 
unions which want joint administration and unions which as a matter 
of policy do not want joint administration. They are perfectly will- 
ing to handle the thing on a grievance basis with the employer doing 
the work. 

We have not taken a formal position on legislation yet. We are 
circulating for discussion within CIO circles, but we are not against 
legislation, per se. The only question is: Can legislation do the job? 

We have, however, favored legislation at one point if legislation is 
necessary to achieve this; and this I would suspect would be legisla- 
tion in the State field. That is what we interpret as the compulsory 
requirement that commissions be paid in every case. But this is an- 
other matter. 

Senator Doveias. That is a matter we are going to discuss this 
afternoon. 

Mr. CrurksHank. Mr. Chairman, on this point I think it might 
be pertinent to read a section of a speech which President Meany made 
to our last convention. He relinquished the chair, turning it over to 
a vice president, because he wanted to make a comment upon a set of 
proposals then before the convention. 

It is very brief. but I think it runs right to the point. This is 
verbatim as he made it just off the cuff: 

We must go out and help with any legitimate investigation. We must see 
that the investigation is fair and if legislation is necessary, let us have a hand 
in the writing of the legislation. We have written legislation to protect our 








































68 WELFARE AND PENSION PLANS INVESTIGATION 


workers against kickbacks. We have written legislation to protect our workers 
against the machinations of avaricious insurance companies so we should take 
the same stand here, that we should cooperate if necessary in writing legislation 
to protect ourselves against agents, against anything that they do that might 
be wrong; against insurance companies or against anything they do that might 
be wrong; and also to protect our membership against any trade-union official 
that might dip into this thing and take money belonging to the membership. 

Senator Douctas. Are there any other comments on questions 3 
and 4? 

Mr. Curre. Mr, Chairman, may I make this comment. I am sure 
that Mr. Barbash and I are in agreement that there are honest people 
on both sides of the bargaining table. The problems do not exist 
where there are honest people, either at the bargaining table or admin- 
istering the resultant plan. 

The ‘problem, it seems to me—and I am speaking as an individual— 
exists by the length of the pipeline that has been established under 
these new provisions. When the plans were solely the operation of 
the employer, as they were 10 years ago, let us say, it was obvious that 
the employer would take the usual steps to protect his funds; that is, 
the money he supplied, and to see to it that it accomplished the results 
that he had decided or that had been the result of bargaining but 
had not resulted in a formal setup of trustees. 

The problem exists now because we have created a long pipeline rel- 
atively speaking, with a number of joints in it; and each joint is a 
possible point of weakness. The more people that handle funds, the 
more possibility that somewhere along the line there will be some- 
body who does not have the standard of conduct that you and I and 
everybody in this room would judge to be right. 

Our problem, therefore, seems to be to w atch those points if we must 
have funds passing through several hands, to provide protection at 
those points of weakness—whether that protection be provided 
through an audit report of a disinterested group; whether it be the 
union auditors from international headquarters or public accountants, 
with the findings of that audit report made available to the union 
officials, to the employer contributors to the fund, and at least in sum- 
mary form but probably not in detail to individual members. 

It is obvious that with many of these plans having hundreds of 
thousands of beneficiaries, it would be pointless to print a detailed 
report showing that Mary Smith got $13.75. It would have no sig- 
nificance as a control or anything else. 

I join with Mr. Barbash in recognizing that it is the honesty of the 
individual or the individuals who are concerned that is the greatest 
control; and it is therefore important to have care in the appointment 
of the indiv iduals who have access to funds and to have provisions for 
promptly removing those who fail in that trust. 

It is the createst need so far as this phase of the program is con- 
cerned. 

Senator Doverias. Any other comments? 

Mr. Hoses. I would like to refer to the final comment of the report 
itself, which is entitled, “Enforcement.” That says: 


Consider the advisability of retaining section 302, in its present form, as the only 
Federal statute directed specifically at the regulation of collectively bargained 
welfare and pension trust funds. If the Congress finds that the statute in its 
present form is unenforceable, then consideration should be given to its repeal 
and the enactment of new statutory language clearly expressing the intent of 





NC hn ar 


2a Mee ANS NC RE wD RN a BP 


wire wohi 


0 tle Ac rel arta aN a A 


" 





ly 
»d 


al 
of 


6 aint REI ec 


Nc in te St AACS at Shia 04 alae 


Thandie ei 


aN Bea LG Si ll a AIBN LOD 


1 ain ce pt Ti 


oem 


tae ta 


WELFARE AND PENSION PLANS INVESTIGATION 69 


the Congress and defining the extent to which the Federal Government should 
exercise its regulatory functions in this field. 

I also agree with Messrs. Cruikshank and Barbash that 302 does 
not perform what we want. I will also point out that 302, 1 think, 
applies only to interstate plans, and that leaves out a tremendous num- 
ber of other plans, particularly the unilateral type. 

[ am inclined to think that if there is any legislation going along as 
an enforcing agent, it should be more in the line that is in existence, 
namely, in the tax end of the thing, where you have got section 503, 
which are requirements for exemption of pension, welfare and any 
kind of tax-exempt trust. 

You have certain prohibited transactions and you have from the 
Internal Revenue Code this new form 990—P of January 1955 which 
requests far more disclosure than ever before. If it is disclosure you 
want, you already have two things that will certainly increase by 100 
percent the disclosure that has been made available. 

Senator Dovetas. But as I understand it, the Internal Revenue re- 
quirements are disclosure to the Government but not disclosure to the 
members. 

Mr. Hosss. That is where you need some more legislation. But 
at least the beginnings are in the works. 

Senator ALiorr. May I point this out, that disclosure to member- 
ship without certain strict requirements may not of necessity mean dis- 
closure. I am not casting any reflections on unions as such because 
I have been in many organizations where I have seen financial state- 
ments which were supposed to be disclosures but were not actually dis- 
closures of the transactions which were involved. 

So I would like to toss this idea out, that mere disclosure by itself 
does not mean that you are telling your membership what they are 
getting, what they are supposed to have gotten; because only an 
accountant can take those apart and say, “Well you have really got 
what you bought here and what you are supposed to have.’ 

I just wanted to throw that in, that disclosure by itself is not a com- 
plete remedy. 

Mr. Barpasn. We are in complete agreement. I think that an im- 
portant part of the disclosure problem is what you are disclosing. 
Unless this is specified in detail, then the disclosure principle is worth- 
less, or next to worthless, if you are not required to disclose the 
critical transactions of the plan. 

Mr. SuHevpon. With regard to the matter of encouraging greater 
employer participation in jointly administered programs, it seems to 
me there are two elements that just very quic Jcly “ought to be con- 
sidered. The first one is the matter of employer interest. We all 
know that there has been a sad lack of employer interest and desire 
to participate in these programs over the last few years. 

It seems to me, though, from my own observation that all of this 
current hue and cry has had a very wholesome effect in that regard. 
I think employers now are tending more and more to assume their full 
obligations and the future perhaps will see some improvement in that 
basic condition. 

The other factor is this—bargaining power. Frankly, there are 
some situations where employers do not feel the »v can assert themselves 
in such a way as to exert any meaningful restraining influence on the 
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union trustees. That is something—and I agree with what Mr. Bar- 
bash said here—which probably is outside the scope of 302 as such. 

There are cases where there are, say, a large number of small em- 
ployers in an industry, and a union that has one fund; just by the very 
nature of things the power there tends to gravitate into the hands of 
the union people. The individual employers have neither sufficient 
bargaining power nor sufficient interest. The employees may repre- 
sent only a small group in their own plants, a small number of people. 

Therefore they just do not go out of their way to participate and 
in some cases, even though they wanted to, the balance of the bargain- 
ing power is not such that they can do anything really meaningful. 

Senator Doveras. That would be chiefly true of the distributive and 
casual industries. 

Mr. Suevipon. That is very true. I know in the distributive field, 
many small employers deal with a very, very powerful union. 

Senator Dovenas. Distributive service and casual. 

Mr. SHELDON. Yes, sir. 

Senator Doveras. Gentlemen, it is1o’clock. Before we goto lunch, 
would it be improper for me to raise this question. Would you be 
ready to take an informal poll as to whether you would favor some 
form of meaningful disclosure, leaving open the question as to what 
meaningful means and who would administer: but with the under- 
standing that it would include disclosure to some governmental agency 
and also disclosure to membership ? 

Mr. Barrasn. By legislation, sir? 

Senator Dovctas. By legislation. Let us separate them. Would 
you favor some form of meaningful disclosure to members ? 

Mr. CrurksHank. Mr. Chairman, in a round-table discussion I 
wonder if a poll is in line? All of us have had the opportunity to 
present our views. Iam not just against it. I just raise a question. 

Senator Doveras. If any question is raised, we will not do it. We 
will adjourn for lunch. We want to thank you for coming. We 
would like to invite you to be guests of the committee in the Senate 
dining room. Senator Allott and I regret that we cannot be at lunch, 
but the members of the staff will be with you and we hope very much 
that you will join us. 

Again may I thank you. We will reconvene at 2:45 p. m. this 
afternoon. 

(Thereupon, at 1:05 p. m., a recess was taken until 2:45 p. m. of the 
same day. ) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2:55 p. m., Senator Paul H. 
Douglas, presiding. ) 

Senator Doveras. Had we finished with questions 3 and 4, namely, 
section 302? 

Mr. CrurKsHank. Mr. Chairman, before we proceed with that, could 
I ask that there be inserted at an appropriate place in the record the 
recorded action adopted by the convention of the American Federa- 
tion of Labor at its last convention in Los Angeles on standards ap- 
plicable to health and welfare plans ? 

Senator Dovetas. Yes. 

Mr. CrurksHank. Attached to it is a memorandum with the ap- 
propriate heading and reference to page numbers and so forth. 
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Senator Doueias. Without objection, that will be inserted at this 
point in the record. 

(The statement of policy on union health and welfare plans and 
welfare fund investigations, Official Proceedings of 73d Convention 
of the American Federation of Labor, September 20-27, 1954, Los 
Angeles, Calif., is as follows :) 


UNION HEALTH AND WELFARE PLANS, AND WELFARE FUND INVESTIGATIONS 


(Executive Council Report, p. 140-300) 


The American Federation of Labor is deeply concerned about recent reports 
and disclosures of abuses and violations of trust on the part of some individuals 
holding positions of responsibility in the operation of health and welfare funds 
established for the benefit of trade union members. There can be no excuse for 
or defense of the actions of any trade union officer who becomes a party to such 
abuses, or who takes advantage of his position for the purpose of self-enrichment 
from these funds or by accepting personal favors or inducements from commer- 
cial insurance companies. 

Where such a condition is found to exist, it must be corrected. The integrity 
of union health and welfare funds, which have brought great practical benefit 
to millions of workers and their families, must be protected against any condition 
or practice, no matter how exceptional, which may tend to bring such programs 
into disrepute. In addition to the direct harm that such abuses inflict upon 
workers having a financial stake in these funds, there is the broader danger that 
they may be seized upon by the enemies of labor as an excuse for a more general 
smear attack, or for legislation designed, not to promote, but to prevent further 
constructive progress in the health and welfare field. The correction of these 
conditions and the prevention of any recurrence is the responsibility—not only 
of the authorities charged with the enforcement of any laws that may be in- 
volved—but of the trade union movement, whose principles, standards and 
integrity are at stake. It is in the interest of the trade union movement to rid 
its ranks of unscrupulous and corrupt individuals that have been attracted by 
the possibility of easy money to be gained by preying upon welfare funds. Such 
individuals are traitors to labor and deserve only condemnation and expulsion, 

It is incumbent upon every organization affiliated with the American Federa- 
tion of Labor to take every step that may be available to it to clean up any such 
situations that may exist within its province, to take appropriate action against 
any official guilty of abuses, and to establish a system of standards, methods and 
procedures in the administration and policing of health and welfare programs 
that will prevent the recurrence of such abuses. 

It is the policy of the American Federation of Labor to cooperate fully with 
any duly constituted investigating body or agency engaged in an objective and 
impartial effort to determine the character, extent and source of corrupt or un- 
ethical practices in the operation of health and welfare plans. 

However, in calling for full cooperation with such objective inquiries—and 
in the light of the nature of some congressional inquiries of the recent past—we 
feel justified in offering a word of warning. We cannot, in good conscience, ask 
affiliated organizations to lend aid and support to a political maneuver operating 
in the guise of investigation but in fact designed to reach a preconceived con- 
clusion of a political character or to smear or discredit either the trade union 
movement or health and welfare programs as such. The interests of equity, 
honesty and fair play and the welfare of millions of workers may suffer, rather 
than be served, by so-called investigations of that character. 

One sound criterion by which the objectivity and good faith of investigatory 
bodies can be measured is the extent and manner in which they explore the re- 
spective roles and possible delinquencies of all parties that are involved in the 
operation of welfare and insurance plans—including employers, insurance com- 
panies, agents and brokers, State regulatory bodies, and doctors receiving fees 
from such plans, as well as trade union representatives. In a number of in- 
stances abuses that have been found to exist stem directly from practices that 
have long been common in the commercial insurance industry and ‘tolerated by 
State insurance commissions. These cannot be corrected by investigations or 
actions directed against organized labor alone. Furthermore, the most serious 
financial drain upon many health and welfare plans—with no compensating im- 
provement in benefit value or service—has stemmed from systematic overcharges, 
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collusion and other abuses on the part of some elements in the medical profession, 
motivated by avarice rather than the principle of ethical service at a reasonable 
fee. 

The role of employers also must be given thorough scrutiny by any fair 
investigation. The majority -of health insurance plans in industry today are 
under the administrative control, not of labor, but of industrial management. 
By its very nature, management is far more likely to be involved in questionable 
interlocking relations with insurance companies than labor. 

No objective and impartial investigation can proceed upon the erroneous 
premise that trade union representatives are any more prone to engage in cor- 
rupt or unethical practices and abuses than other segments of society or other 
parties in management, insurance or the medical profession who are exposed 
to the same temptations and opportunities for illicit or dubious gain. Further- 
more, no set of suggested remedies can be realistic or effective unless it takes 
full account of the role and responsibilities of all parties involved in the operation 
of private welfare and insurance plans. 

We make this vital point, not in defense of anyone in the trade union move- 
ment who may be guilty of corrupt or unethical practices, but in argument for 
the kind of investigation and the kind of recommendations for action stemming 
from investigations, that will penetrate to the root sources of the problem and 
deal with every phase of it—including those phases which labor alone is power- 
less to control—in a genuinely effective way. 

Such investigations and such remedies will receive the strong and whole- 
hearted support of the American Federation of Labor. 


Senator Dovetas. The first question which I would like to raise 
this afternoon is: W 4 are the opinions of the panel as to the rela- 
tive advantages of (a) bargaining for benefits on the level of benefit 
basis; or (0) “bargaining for a cents per hour or percentage of payroll 
contribution to a jointly administered fund ? 

Perhaps we should ask the labor men first on this. 

Mr. Barsasu. Let me start off on this, Mr. Chairman. What we 
say in formal response to this question is that the CIO as such has 
no views on this subject. Our affiliates engage in both types of bar- 
gaining, and we question whether this issue is relevant to the scope 
of the i inquiry. 

It is important to stress the point that we ought to preserve as 
much flexibility and fluidity in this still experimental field and ques- 
tions of this sort should be decided by particular unions and manage- 
ments in the light of their own p: sutineden circumstances. 

In other words, there is no intrinsic merit or demerit in either 
approach. It is just a question of how the participants view their 
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responsibilities and what their special circumstances are; but I think i 

it has no direct bearing that I can think of on either the honesty or 

the efficiency. j 
Senator Douaetas. I suppose it is true, however, that if you bargain . 

in terms of cents per hour or percentage of payroll, that is a more lim- 

ited liability to contributors than if you prescribed a scale of benefits 

and then stated that everyone entitled to those benefits should receive 

them. Is that not true? : 


Mr. Barpasu. Yes; there are problems of this sort in connection 
with both of these approaches. 

Senator Doveras. Does anyone want to add to this statement of 
Mr. Barbash’s? Mr. Segal? 

Mr. Seeav. I think there are some real advantages to both em- 
ployers and unions in bargaining on atin per hour r ather than bene- 
fits, because then the parties are dealing with the thing that interests 


certainly the employees most; and then. they each have an equal stake 
in what is done with the money. 
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Senator DovGias. In each bargaining instance you would try to get 
that policy which would, from the eflicienc y of administration, give 
the largest scale of benefits under the ceiling upon li: cen sf 

Mr. Secat. Yes. Let me give a concrete example, if I may, Mr. 
Chairman. If there are X cents per hour available, a there is, 
let us say, a service plan like Blue Cross or the Health Insurance Plan 
of Greater New York—both prepaid types of plans—I would imagine 
that the employer group would be sympathetic to a more comprehen 
sive plan, if they knew they had a limited dollar liability, having bar- 
gained on cents per hour. 

But if they were bargaining just on benefits and not on cost, if I 
were an employer I would be more interested perhaps in an insurance 

company plan that offers the possibility of dividend refunds at the 
end of the policy year. I might be a little less inclined to be con- 
cerned about the initial benefit progr - 

Mr. CrurksHank. Mr. Chairman, I do not think you can apply a 
hard and fast standard here and say one is better than the other. It 
depends a great deal on the cire umstances. I remember being called 
in at one stage of negotiations with one of our unions where there 
was a Federal union, and they were in an industry following one of 
these basic pattern industries, where the pattern had pretty well been 
set. 

The employer's firm offer was, in this case, “We will give you a 
6-cent-an-hour raise, or we will go into a health and welfare plan 
amounting to the same thing.” 

The areas of bargaining were not very elastic in that given situation. 
It would not have been practical for this particular union to try to 
negotiate on benefits. They did negotiate on what was the best pur 
chasable for this allocation which the employer was prepared to make, 
following the pattern of the basic industry in this case. 

Now, there are other cases where quite the opposite is true. I 
would think in many instances the situation that Mr. Segal cited 
would lead to another conclusion—HIP in New York, or the Per 
manente Plan on the- West Coast. The Permanente Plan offers a 
comprehensive prepaid health service either on a group basis or an 
individual membership basis through 11 health centers in the States 
of California, Washington, and Oregon. 

When our unions out there negotiate, they will negotiate for buy- 
ing into that plan. There is a benefit approach, you see. They will 
bargain for the comprehensive package of services available in that 
plan. 

They may have other life insurance provisions. They may have an 
accident coverage supplementing workmen’s compensation in that 
State. But essentially, because of the availability of a comprehensive 
health service plan in the area, they are going to find it frequently to 
their advantage to approach it on the benefit basis rather than a cents- 
er-hour basis although often there practically isn’t much difference 
sets the two as you actually get down to the end results. 

Incidentally, again I wish that in our discussions here today—as 
President Meany indicated to you, Mr. Chairman, in response to your 
invitation—we would have liked to see direct service plans represented 
in the panel. We think it is an important contribution to this whole 
area. I know it was late. Our response was also late. 

Senator Dovuecias. May I say that the invitation was late, too. 
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Mr. CrurksHank. Anyway, I am sure you will have the opportu- 
nity, and I think you will wish to pursue the possibilities that direct 
service plans offer as you proceed in your inquiry, which is just getting 
started. 

Mr. Faunce. Mr. Chairman, I am inclined to agree with Mr. Bar- 
bash that this question is determined very largely by the nature of 
the company or the industry that is handling it. Large companies 

enerally can bargain in benefits much better and know what the bene- 
its are that they want. But when you get into multiemployer groups, 
particularly those like the ones we had in our industry, it would be 
almost impossible for everybody to agree on benefits for their own 
people. So we bargain on cents per hour. So it is determined on a 
practicable basis. 

Senator Axttorr. Does not the question of responsibility for the 
fund shift with respect to the type of contract you select? In other 
words, I will put it another way. Would not the selection of total 
benefits to be covered put the primary responsibility on the employer 
rather than on the unions? 

Mr. Faunce. If you bargain on benefits and select benefits, I think 
it would. But when you bargain on cents per hour, it fits in per- 
fectly with your joint administered trust funds; and the trustees by 
their benefits agree on that. 

Senator Atiorr. I just wanted to bring out that one point. 

Mr. Hosss. Mr. Chairman, I think you have got to break it down 
a little bit. Rather than pick whether benefits or cents per hour is 
the better system, you must cut the cloth to fit each case. 

For example, in the multiemployer type of plan—and this goes not 
just for pensions but for all kinds of benefits, including group insur- 
ance—the age of the employees has a great deal to do with the cost. 

If you are one of many employers and you agree to a set industry- 
wide benefit, and you have an older average age group of employees, 
it is going to cost you considerably more competitively than another 
company in the same industry with younger people. 

On the other hand, if you merely agree to pay 5 cents an hour for 
every hour worked, you not only do not care about the age of the em- 
ployees that you have, but there will not be a roadblock thrown 
against hiring people in their forties and fifties. So I say you have 
got to enter that factor of cost into it also. 

In the unilateral plan, the single company plan, where the em- 
ployers agree maybe through negotiations to give either a percent per 
year or fixed medical benefits, it is up to the employer to determine 
his cost as best he can. But when you join in with others, you do 
not want to be paying more for the other fellows’ employees. 

Mr. Curre. Mr. Chairman, may I suggest that, while this is prob- 
ably not a subject for legislation of adopting one versus the other, I 
do think it is well to bear in mind that the program of a cents-per-hour 

has encouraged employers to say, “Well, that’s it. I have finished 
my responsibility when I turn over so many cents per hour or per 
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There is apt to be a little more encouragement of employer par- 
ticipation under a program that provides for a schedule of benefits 
as negotiated and then the employer of course carries the full cost 
of whatever those benefits are. 
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Senator Dovetas. I take it that there is no one who feels, however, 
that this is a matter for legislation ¢ 

Mr. Currre. That is right for me. 

Mr. CrurksHank. I would agree. 

Mr. Eppy. I think, sir, they both have their place, as has been said 
before. I have seen a time, however, when a bargaining was for both 
benefits and cents per hour; and unfortunate sly the equation did not 
last too long. 

Senator Doucias. You mean the benefits conflicted with the lia- 
bility ¢ 

Mr. Eppy. The cents per hour supported the benefits initially, but 
did not continue to support the benefits over the entire period of 
collective bargaining. 

Senator Dovexas. In other words, one or the other, but not both. Is 
that what you are saying / 

Mr. Eppy. Yes. 

Mr. BarsasH. That is a very relevant consideration, Mr. Chairman, 
in industries characterized by unpredictable employment. If you 
lave got stable employment, then you can pretty much determine 
what your cents per hour can buy in benefits. But if your industry is 
subject to sharp declines, it happens not infrequently that the em- 
ployee must supplement the contractual amount to provide a given 
level of benefits because the amount going into the kitty has fallen 
short of the amount required to purchase the benefits. 

Senator Doveias, Plus the number of manhours has diminished. 

Mr. Barrasn. Precisely. 

Mr. Secat, Actually that problem, Mr. Chairman, has been met 
very successfully in many funds. When a multiemployer fund gets 
started where the employer is obligated to make a specific cents per 
hour contribution, the trustees do not generally spend all of that 
money in industries that are subject to fluctuation like building 
trades or the distributive industries. What they normally do is set 
aside part of the employer contribution as a reserve to meet the kind 
of contingencies we are discussing. The balance is used for the 
payment of insurance premiums and administrative expenses; and 
then when the reserve has reached a point where it is suffic ient to 
meet most contingencies such as have been described, then the trustees 
buy additional benefits. 

So it does not necessarily follow that the cents per hour basis is 
better for the reason Mr. Barbash named. 

Mr. Barsasu. It is one factor, you see. I am not supporting either 
one. As a matter of principle, I agree with Mr. Segal. One of the 
reasons, for example, why it is extraordinar ily hs azardous to venture 
hard and fast conclusions on reserve policy is because your reserve 
policy depends on the character of the industry. 

If it is of a kind that Mr. Segal describes then your reserve policy 
tor a health and welfare fund, which is not commonly associated with 
the accumulation of large reserves, is likely to be more conservative 
than if you are in an industry where you do not have these ups and 
downs in employment. 

That is why in these individual case histories it is important to 
provide the backdrop information so that we will be in a position to 
make judgments on this. 
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Senator Dovetas. Is there further discussion on point No. 5, or 
can we pass on to point No. 6? This will undoubtedly stir up a lot of 
discussion and arouse the lions. How could we make certain that the 
insurance companies will really compete with each other for the 
business and that there will be price or rate competition 

I hope our insurance firms will not object if I say that we laymen, 
at least, have the suspicion that in the field of life insurance or many 
other fields of insurance there is not much competition in the question 
of rates and we wonder how much competition there actually is in the 
field of health and welfare and pension plans. 

People can volunteer to the degree that they want to. Nobody is 
going to be pilloried at all on this. These may be unfounded 
suspicions. 

Mr. Eppy. You startle me by your statement that many laymen 
feel there is not price competition in the life insurance area. May 
I just state that we in the business feel there is quite a bit. There is 
a considerable amount of national advertising being conducted by 
some of our largest companies trying to bear on the point that they 
happen to have the best policy at the lowest cost. 

Senator Doveias. Are you speaking of life or health insurance? 

Mr. Eppy. Life. 

Senator Doucias. Perhaps I should not speak about life insurance 
because we are not primarily discussing life insurance here. But I 
know for a long time nearly all the insurance companies based their 
premiums upon the life experience tables of 1867, as I remember. I 
do not know when 1867 was abandoned, but not many years ago. 
What is it now! 1902? 

Mr. Eppy. No, sir. I think we have done a very poor job of edu- 
cating the public. 

Senator Dovetas. Am I wrong today that all the companies used 
to use 1867 ¢ 

Mr. Eppy. Not for their rates, sir. You have in the life insurance 
field competition between stock and mutual companies, as well as com- 
petition within the mutual and within the stock companies. The stock 
companies, with a guaranteed cost rate, while they had to carry by 
jaw reserves on certain old tables, calculated their rates largely on 
their own modern experience. 

In the mutual companies, while they may have basically used the 
older tables to calculate gross premiums, their dividend scales were 
distributed by more modern tables. 

Senator Dove.as. Then I am right that the gross premium tables 
used to be based on 1867, and that that was true of virtually all 
companies. 

Mr. Eppy. The actual cost to the public, the net cost after the opera- 
tion of dividends and the cost to the people under the guaranteed cost 
policies of stock companies were based on modern experience, and 
there was quite a cost competition. But I would like the record to 


show that we do feel that we have cost competition in the life insurance 
business. 


Senator Dovetas. In group 





Mr. Eppy. In the ordinary field as well, but speaking as to group 
competition. I was also surprised at your question which, if I recall, 
said, “How can it be assured that there is vigorous competition in the 
group field between the companies ?” 
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Senator Dovetas. In the matter of price or rate. 

Mr. Eppy. In the matter of price or rates. 1 feel that Mr. Fitz 
hugh’s company is a most vigorous competitor with ours, and [ hope 
he feels that I am with his. I know I feel that all the « ‘companies are 
vigorous price competitors with us, and I hope they feel we are vig 
orous competitors with theirs. The normal process of the selling of 
group insurance brings out, I suppose, the best in salesmanship and 
the most intensive effort; the attempts to persuade the prospective 
buyer that costs, retentions, and service are going to be best guarded 
by the individual company. 

Men like Martin Segal here are frequently in the position of asking 
that many of us submit our stories; and he has been in a position of 
screening our stories and looking at our prospective analyses of costs. 

I think that where cost competition stops is where any insurance 
company has a captive market. But I think that is true in any field. 
(f I were selling office desks and I knew that no one else was being asked 
to show his offic e desks, I am sure there would be no cost competition. 

Senator Doveias. What you are saying is, if competitive bidding 
is required or encouraged, the companies will respond. 

Mr. Eppy. Will and do respond. The normal competitive market 
automatically takes care of that, except in a circumstance where the 
market is not resorted to. If I may make myself clear, when only 
one person is asked to supply a yroduct, and perh: ips it is supplied 
on specifications, at that point the lack of competition has created 
a higher cost, I think. 

Senator Doveias. We have a provision which is sometimes dis- 
honored in the breach of competitive bidding on public contracts. 
The question is whether this should not be a necessary ingredient 
or even a requirement in the placing of insurance for health and wel- 
fare plans and to pension plans. 

Mr. Firznven. May I add something, sir? On this whole question 
of pricing group insurance for health and welfare plans, it seems 
to me—if I may take a few minutes—that the whole question of pric- 
ing is quite different from what it is in the normal merchandise that 
the government buys through competitive bidding or that any other 
purchaser buys in the open market. 

When you are buying insurance you are not buying a tangible 
commodity with certain specifications, in which case if you can get it 
at a lesser price you have got a bargain. That is not the way insur- 
ance works. 

The price of group insurance in the long run is not the initial 
premium. It is what it costs the customer over the period of years. 
The very large part of that price cannot be determined by the insur- 
ance company in advance. It is the claims that are going to be in- 
curred; how many people are going to die; how many people are 
going to get sick ; how many people are going to go to the hospital. 
May be even 75 to 95 percent of the price is beyond the control of the 
insurance company substantially, assuming similar claim administra- 
tion. 

Therefore, it seems to me there is a serious question as to whether 
price competition is the proper basis all by itself certainly in this field. 
Certainly premium competition is not. To answer your question 
directly, there is plenty of competition on premiums. We are con- 
fronted all the time with quotations our customers say somebody 
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else will do this for less than you will, and it works all around. So 
there is competition on premiums. 

We try to take the position that the premium rate is relatively 
unimportant, because if the premium is 10 percent higher, at the 
end of the year the dividend will be higher, too, because the waiy 
we operate our plans the premium really resembles a deposit. 

At the end of the year we credit the account with that deposit. 
We charge it with the claims that have been paid, with taxes and 
with their share of the expenses, contingency reserves and whatnot; 
and the balance is a dividend. 

So if you start the year with a little too much premium, it all comes 
out in the wash at the end of the year. The main thing to be sure of 
is you do not start the year with too little premium, because then there 
may be some difficulty in maintaining that program that the employers 
and the employees have counted on at a certain price. If somebody 
is too optimistic in their initial premium, these people are going to 
be unhappy. 

Then this comes down to the fact that it is not competition on 
premiums, if you are going to have price competition; but it is on 
so-called retentions, what the insurance company spends and keeps 
at the end over and above what it gives back in either claims or divi- 
dends. That is not as simple as it looks either, because there are 
various elements in the retention. There are the actual expenses of 
the insurance company; there are taxes and there are contingency re- 
serves. It is an entirely different matter. If insurance company A 
has a higher rate of expense than insurance company B, that money 
has gone down the drain. But insurance company B might have a 
higher contingency reserve charge than insurance company A, which 
might be considered advantageous, even though it did increase the 
retention. 

Then, entirely aside from the question of price is the question more 
than in any other field I know of, of the service the insurance company 
renders. You can get cheap insurance and you can get good insur- 
ance; and particularly in this volatile field employers and employees 
look to the service insurance companies can render when they pick 
an insurance company. And of course a lot of them are administered 
without insurance, but we are now talking about a plan where they 
pick an insurance company, and they look to the insurance company 
for the administration of the plan, which is the biggest job the in- 
surance company does where the insurance company administers the 
job. 

That can be done well or it can be done slipshod. You can buy a 
good product or a cheap product. Most of us think we sell a good 
product in claim administration. But that is not something that 
meets the naked eye and is not just a price competition. 

Is the plan designed correctly? Somebody in the insurance com- 
pany, either an agent or a broker or somebody, has to sit down with 
the employer and the union with a collective-bargaining plan; work 
out a plan tailored to that particular circumstance; how much sick- 
ness and accident benefits; how much hospital; and how much life; 
how much can be afforded for what is being spent; and so forth. 

It is a very professional job, and again can be skimped if you want 
a cheap price. You have underwriting advice, actuarial services, 
legal and medical services which the insurance company provides, 
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plus the financial responsibility that the insurance company guaran- 
tees for the premium paid that they will pay these claims whether 
there is an epidemic or whether there isn’t an epidemic. If the claims 
are twice the premium, the insurance company still has to stand be- 
hind it. 

So there are a great many more factors than price in competition 
with insurance companies; ‘and while price is importarit—I do not 
wish to minimize it—I think it is important to get it out that if by 
legislation or anything else it is required that group-insurance plans 
be let on the basis of competitive bidding on price, I think it would 
be a disservice to the people who are being insured. 

Mr. Kirkianp. I would like to say I think the remarks made by 
Mr. Fitzhugh are very important to bear in mind in approaching 
this whole question; that it is a disservice, I think, to the public and 
to our own people who are involved in these proceedings to imply 
that the requirement of competitive bidding is a solution to their 
problems. 

I think competitive bidding is a good thing if only for appearances’ 

sake, and to assure at least that a number of possibilities were ex- 
plored, and it is prima facie evidence that the people responsible had 
no ulterior motive in selecting one particular company. 

But it is not a solution or any guaranty that the group makes the 

right choice. In fact, if all groups selected their insurance carrier 
on the basis of the low premium, the gross premium submitted in their 
bid, the chances are that the bulk of the insurance might go to the least 
ethical and the worst insurance companies—the ones engaged in the 
type of competitive practice which in some other areas of competition 
is regarded as unfair competition. That is, to charge an artificially 
low rate to get the initial business, with the idea of jacking up the 
price ata later date—something which does take place on occasion. 

When you ask for bids, you may get from 5 or 6 companies a wide 
range of gross premium estimates; and one of those companies is 
charging an artificially low premium and is going to jack it up the next 
vear or two. 

Senator Doveras. Granted that contracts should not necessarily 
be let to the lowest bidder, might it not still be true that competitive 
bidding would be one element in the wise placing of insurance policies / 

Mr. Kirxianp. Yes, sir. I would like to go further than that. I 
think the best way to assure the wise selection as between the various 
alternatives that a group is faced with is to explore not only com- 
petitive bids among various insurance companies, but to have avail- 
able the other alternatives and to explore them—the service programs, 
the costs of self-insurance, when they are deciding which way they 
want to go. That is the area we are far more interested in en- 
couraging our people to explore than the mere question—— 

Senator Dovucias. In other words, what you are saying is that you 
should not merely compare one insurance company with another, 
but compare benefits and costs under the insurance system as com- 
pared with either self-insurance or buying into one of the group 
health plans. 

Mr. Kirkianp. You cannot look at the price alone. You have to 
look at the price in relation to the adequacy and the character of the 
benefits that you are going to get from the program. 
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Senator Atxorr. Also do you not have to look at the policy—this 
may not come into effect in this field, but it certainly has in other 
insurance fields that I have been in touch with—of that particular 
company with respect tothe payment of claims ¢ 

I know of companies who do compete premiumwise far beyond 
what the better known companieS—we will say—or old-line companies 
do. Yet their studied policy when it comes to a settlement of claims, 
even with their insured, is one of cut every corner, fight it, delay it, 
until the insured or whoever is involved gets so sick of it or perhaps 
they are old or perhaps they cannot afford to fight it; and it seems to me 
that comes in. 

Then it seems to me there is another question that comes in which 
you gentlemen have not mentioned, and that is the financial responsi- 
bility of the company. There are States in the United States which 
do not have good insurance laws. I will make that statement. You 
do not have to make it. 

Do the financial responsibility and the financial policies of the com- 
pany not also come into this thing ? 

Mr. CrurkKsHANK. I think those are very important considerations. 
The claims record is one we have had a lot of experience with in, say, 
workmen’s compensation where you have—as the Senator said—a 
studied policy to practically fight 6 claim. 

Of course you could conceivably, I suppose, have the other extreme 
of where there would be such laxity that you would run up the costs 
and encourage unusual and heavy charges against the program—either 
one of those. But they are all a part of this package that you cer- 
tainly have to consider together aes than to make any single stand- 
ard of selection. 

Mr. Barpasu. The problem, I think, Mr. Chairman, is one not of 
price competition in the accepted sense, but the maintenance of a 
climate in which arm’s length Seenataioer between the parties will be 
maintained. It is not the ‘problem of competition; it is the problem 
of the attitude in which the parties view their responsibilities so that 
if you have somebody who is peculiarly interested in whom the insur- 
ance goes to, you do not get the kind of arm’s length bargaining that 
is necessary to maintain a fair situation. 

In that connection I think at least the CIO has found that the 
problem of the compulsory payment of commissions, whether earned 
or not, is something that dilutes the arm’s length bargaining reluation- 
ship between the parties. 

Senator Dovueias. Now we are getting into a very hot subject. 

Senator ALLorr. Before we get into that subject, could I ask another 
question? What is the — of you gentlemen toward the assump- 
tion of administrative and claim filing costs and things like that by the 
union itself or its membership ¢ 

Mr. KirKkianp. By the union as distinct from the trust fund ? 

Senator Atxotr. Use the trust fund, if you will. But I use it as 
distinct from the insurance company or the carrier. 

Mr. CrurksHank. I am not sure, Senator, I understand just what 
you mean by the question. 

Senator Atxotr. If I go out and buy a health and welfare policy 
personally, I go to James Smith, we will say, who lives in my com- 
munity and is an insurance agent. If I have a loss or if I am laid 
up, he services that policy. It is part of his duties as an agent. 
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Let us assume, in your group plan, instead of your company assum- 
ing the responsibility for servicing, the union itself assumes that re- 
sponsibility. What is your attitude toward that / 

Senator Doveas. In other words, Senator, you are saying whether 
the union could not get the commission itself / 

Senator Atorr. Yes. 

Mr. Kirkianp. I do not think it is a very common situation where 
the union acts as the administrator. It is quite frequent that the 
trust fund will have an administrative statf! who will actually do the 
servicing of the claim. But that is in no sense tantamount to the 
union’s servicing the claims. 

Senator AtLorr. Do you not think that would require very careful 
control ¢ 

Mr. Kirkianp. Just like every other aspect of the situation. 

Mr. CrurksHank. I think it also requires further educational efforts 
in which we have probably been quite lax in pressing upon the par- 
ticipants of the plans. If we claim, and successfully claim, that this 
is a wage and it is a part of their money that is being handled, both 
on the part of the representatives and the individual members, then 
there is a responsibility arising from the participation to protect the 
fund or see that it is used for its intended purpose. 

I know the International Garment Workers Union in New York 
has had longstanding experience in this with respect, for example, to 
their disability provisions. Admittedly disability, where there is 
a very high proportion of women, is a difficult program to administer 
It is not impossible, as is frequently claimed; but it is difficult. 

It was so difficult that the general insurance industry gave it up 
and stopped writing such polici ies to a very large extent. However, 
before the Garment Workers Union will itself press the claim for dis- 
ability on the part of one of their members, their own health center 
examines them and passes on the claim from their point of view. 

That is the assumption of a great deal of responsibility on the part 
of the union. They frequently turn down the requests of an individual 
claimant and will not press it before the board or before the plan itself 

to pay the claim. That-is on the ground that they are protecting the 
interest of the larger membership that is partic Ipating in the plan, 
and they do not just want a flood of indiscriminate claims. 

They do not go in and say, “Just because this is a member, a claim- 
ant here, he is automatically right.” They do not take that position. 
They take the position that their larger responsibility is to protect 
the interests of the entire group and to maintain the integrity of the 
fund and the program. 

Senator Dovetas. Is it not very difficult for a union or a political 
body to practice that? A famous department store in my city had 
to adopt a policy that the customer is always right. Is it not the 
great pressure that the voter is always right? Is that not one of the 
difficulties of democracy ? 

Mr. Kirkianp. Difficult, but not impossible. 

Mr. Barsasu. It is being done. In partial response to Senator 
Allott’s question, I think it is undoubtedly true that there are many 
unions and many employers who absorb a good deal of the costs of 

their insurance health and welfare operations in the costs of their 
going operations as part of their feeling of responsibility toward con- 
serving the assets and protecting the interests of the beneficiaries. 
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Certainly many of the low cost records of health and welfare funds 
are in large part attributable to the fact that many of the costs were 
absorbed in the ongoing expenses of the union and the employer. 

Mr. Kirkianp. I could say, Senator, there are two pressures. One 
is the pressure to pay the benefits and the other is to conserve the fund. 
I think you would have less incentive for the union to press for ae 
ment in all cases where the union is engaged in administering the fund 
than you would in the case of an employer-administered program 
where the union takes no.responsibility for the financial soundness 
of the program. In such a case, the union would be under only the 
one pressure through the grievance procedure to press the case of 
every one of its members. 

Mr. Secau. I think that is one of the virtues of an insurance com- 
pany in a group-insurance program, that because they are really in 
the middle and are playing a relatively disinterested role in the proc- 
essing of claims, and by reason of their experience and knowledge of 
claim procedures and claim investigations, an insurance company if 
iia used can provide a very worthwhile buffer between the union 
and the person entitled to benefits. 

If the employee is clearly entitled to benefits, those will be paid. 
If he is not, the union does not have to be in the position of rejecting 
its own member. No matter how persuasive the argument that you 
are preserving the funds by rejecting the particular claim, the fact is 
that in some political situations of some unions where the leadership 
may not be too strong or where the educational program may not have 
taken hold—unlike the ILGWU, which is an old establishment—you 
will find that the union leadership, no matter what they think about 
preserving the funds, will of necessity have to bow to the paying of 
claims when they do not want to. 

That is why you find many unions opposed to the idea of self- 
insurance because they recognize that if they use the insurance com- 
pany properly, they may get valuable services in exchange for that 
percentage of the premium which the insurance company keeps for its 
own administrative costs. 

I think it is regrettable that some of the comparisons that have 
been drawn between self-insured and insured programs—and I should 
add we are consultants, Mr. Chairman, to both types of programs— 
that some of these comparisons have failed to take into account first 
that insurance companies pay taxes which help to maintain the Gov- 
ernment or Government agencies, while self-insured plans do not; and 
secondly, that an insurance company has certain valuable contribu- 
tions to make to a program which, if not used, is just a waste of money: 
but which, if ail properly, can be highly beneficial to the ultimate 
success of the program asa whole. 

If I may, I would like to comment briefly, too, on this question of 
competition between insurance companies. I do not think the insur- 
ance companies need any encouragement from the Government for 
competition. As a matter of fact, I sometimes hope that the insur- 
ance industry could control some of the competitive practices within 
their own ranks. 

I want to draw a sharp distinction between the major insurance 
companies who are very sensitive to the long-range implications of 
a bad competitive practice and other insurance companies that are 
not. If you were to take competitive bidding strictly on a price basis, 
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you would find a further development of what we call switching 
where, despite the fact that one insurance company has already amor- 
tized initial expenses and first-year commissions and other first-year 
costs, another insurance company, trying to get that particular ac- 
count, will come in with an attractive premium offer and will fail to 
point out to the trustees of that particular fund that in fact the switch 
means that the second insurance company will have to charge all over 
again, perhaps in some concealed fashion, the very same first and 
second or third year expenses that have already been amortized. 

So if anything were to be done on this whole question of competi- 
tion, I would say that we need more policing of what happens in 
competition rather than to encourage competition just for the sake of 
competition. 

Senator Doveias. Very ably stated. There is general agreement 
on that? 

Mr. Barsasu. General agreement, and I would like to associate my- 
self with those remarks. 

Senator Dove ias. The last sentence in your memorandum, Mr. 
Barbash, raised a very interesting question. You said: 

A major inducement to corruption would be removed if, as CIO has recommended, 
the prevailing state requirement for compulsory payment of commissions, 
whether earned or not, were eliminated. 

What do you mean by that? 

Mr. Barpasu. I mean by that that the availability of commissions 
creates a magnetic field in which the people of loose ideals and weak 
minds, and lack of dedication to a cause, attract and create a di angerous 
situation. 

I do not in this fashion—— 

Senator Dovenas. That is very poetically developed, but just how 
loes it operate ? 

Mr. BarpasH. I do not want to absolve the people who take the 
bribes, the indirect, the hidden, the hide len payotis. As I think you 
once quoted Harold Ickes, he once said, “ I think that I never saw a 
civil servant who bribed himself.” 

This isa problem. It is a problem from both sides. Our position 
briefly is this, which I think is the gist of your comment—you wanted 
me to put it briefly. Commissions, “where earned—where the : agent or 
the broker works for it, participates in the planning of the program 
should certainly be paid. But where, as in many cases in collective 
bargaining you have the employer and the union wiih their experts 
on both sides developing the program, developing what they want, 
and then somebody comes in at the end and is able to command a 
commission or a payment of some kind or another, the competition 
which is the wrong kind of competition leads to a situation where 
people do get paid off. 

We feel very strongly that if you were to eliminate the compulsory 
payment of commissions and leave it up to the policyholders as to 
whether commissions need to be paid or not, you would be minimizing 
& major source of corruption in this area 

Senator Doveias. I must confess to being i ignorant. Honest con- 
fession is never wrong. Are there States which require the payment 
of commissions to general agents and special agents? 

Mr. BarsasH. Well, Mr. Chairman, as a certain television comedian 
says, “We have written a pamphlet on the subject.” The point of it is, 
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we conducted a survey of the insurance commissioners in the 48 States 
and put that question to them directly. We have not been able to 
get the answer to that except to say that in the State of New York, 
which is generally the guideline for this kind of thing, it is clear 
that—not by explicit statute but by administrative regulation—the 
payment of commissions is required as an extension of the principle 
of antidiscrimination and antirebate. 

Senator Dove.as. Is this required by the State superintendent of 
insurance ¢ 

Mr. Barsasu. That is what he has told us. We have gotten this 
reply from other States. The reason we are confused about it is that 
some States say, “No compulsory payment of commissions is required.” 
But then they go on to cite the antirebate and antidiscrimination 
parts of their statutes, which in New York State led them to the deter- 
mination that you do have to charge commissions even if you do not 
pay them. This is the crux of the problem. 

Senator Doveias. Such study as I have been able to give to the New 
York system—and I confess it 1s very incomplete—indicates that a so- 
called general agent receives a commission of one-half of 1 percent, 
regardless of the fact as to whether or not he takes any part in the 
actual writing of the insurance. Am I correct in that? 

Mr. Barrasu. I do not think so. 

Senator Dovetas. I am not right in that? 

Mr. Barsasu. I do not think so; no. 

Mr. Frrznucu. May I speak to that point? On the general subject 
of commissions, as you suspected, there is much to be said. Maybe I 
should start off by saying that I know of no State law in New York or 
otherwise that requires the payment of commissions, earned or un- 
earned. I think your statement that they require the charging is cor- 
rect, but not the payment—which are two different things. 

The ruling of the superintendent of insurance in the State of New 
York on this subject—it is an old one but it still holds; it is dated 
January 8, 1927 

Senator Doveras. Is that when Mr. Broderick was State superin- 
tendent of insurance? 

Mr. FrrzHucn. It was signed by James A. Beha, but Broderick was 
superintendent of the life department of the New York department, 
I think, at the time. Let us see if I can get the pertinent thing to 
read here. Of course the entire thing is a public document. 





It is the opinion of this department that where a group policy is written 
without the payment of commissions,— 


—which right there says you can write it without the payment of 
commissions— 


there should be charged against the class to which such group belongs, either in 
the computation of dividends or arriving at experience rating refunds and ex- 
perience rating reductions, the regular commissions the company would have 
paid under its agency contracts if the business had been written through an agent. 


Here is the important thing: 


The amount so charged should be credited to the general overhead of the group 
business as a whole. 

That, I think, puts the issue right out on the table here. Having 
read that on that particular point, I would like to digress a moment 
into the general picture here. In pricing group insurance, there is 
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included, as in pricing all other markets sold in the American economy, 
the cost of distribution. Competition in the group business keeps 
that cost reasonable—sometimes maybe too reasonable. 

Anyway, competition is what we rely on to keep the entire cost 
reasonable, including the cost of distribution. The question is: 
Should it be permissible for any one customer, whether it is an em 
ployer or a joint trustee fund or a union or who, to avoid their fair 
share of that cost of distribution by walking into the home office of an 
insurance company, say, and say, “I want this policy and I haven't 
had any agent or broker” ¢ 

Is that any different from somebody walking into the home oftice of 
any manufacturer in the United States and saying, “I want your prod 
uct and just give it to me net of the dealer’s commission” ¢ 

Entirely aside from that point, we feel that the agent or broker, as 
the case may be, has a very important part to play in the distribution 
of group insurance to employee welfare plans and otherwise. He is 
the man who sits ordinarily with the parties and helps them to design 
the plan. Some of these services have been recited before and the serv 
ices of what the insurance company does. 

If there is no agent or if there is no broker, as is the case in some 

‘ases, then some salaried employee of the insurance company must 
an that work. So the very fact that no commission has been paid 
does not necessarily mean that cost has not been incurred, and there- 
fore that policy should be charged its fair share of that designing 
cost. That in some cases is done by the payment of commissions to a 
broker, and in other cases is done by a salaried employee of the 
company. 

If it were true that there were any requirement that we pay a com 
mission, whether earned or not, I would be most unhappy about it. I 
would dislike very much to have to pay a commission to somebody 
just because somebody liked the color of his hair or whatever the 
reason might be. 

Speaking for our company, and I am sure for other companies, too, 
we just do not do that. We do not look around and pay commissions 
to somebody who has not earned it. 

If in one of these examples you cite there has been a collective-bar- 
gaining transaction between employers and the unions, and they have 
decided on a plan and somehow or other they decide to come to Metro- 
politan and say, “We want your policy,” but none of our people have 
been there and no broker has ever been there, we would not initiate 
any idea of paying commissions. 

We only pay commissions where somebody earned it or where the 
parties, as you say, to the contract say, “This fellow earned some 
commissions.” Where we do not pay any commissions, that is no 
profit to the insurance company. Where we do not pay commissions, 
that is that much less expense. Say it is $500 in a moderate-size 

case—whatever it might be. Whatever that amount is, it is that much 
lets in our company’s expenses, which at the end of a year in this 
method I spoke of before we divide up among our customers. So 
that policy shares equally with all other policies of a similar nature 
in getting a credit for that $500 not paid, and also gets its share of 
$1,000 which may not have been paid on some other policy. 

Senator Dovetas. But it does not get the specific savings on its 


policy. 
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Mr. Firznven,. It does not get the specific savings on its policy. 
The theory of the New York department’s ruling on that, as I under- 
stand it—they should be giving the theory themselves, but as I under- 
stand the theory—is that-that in effect would be rebating; it would be 
discrimination; it would be favoritism to that particular policyholder 
who happened to buy his insurance without a broker and bought it 
with the help of the home-office man, say, as against somebody else 
who elected to have an agent or a broker do this work for him. 

The feeling was that, as it says here: 

The amount so charged should be credited to the general overhead of the group 
business as a whole. 

Of course what it does not say, it goes on from there and “thus re- 
duces the insurance company’s charges to all its customers uniformly 
and on a nondiscriminatory basis.” 

That is a long story. There has been so much misunderstanding, 
I am afraid, on this subject of compulsory payment of commissions 
or not giving the credit back, somebody pocketing the nonpayment of 
commissions, I hoped it was worthwhile to give me time to explain it. 

Senator Dovetas. I think it is very important. May I just ask 1 
or 2 clarifying questions. You say that each policy must bear the 
average load incurred in administrative costs for that particular 
group of business. Would it be all group insurance, all health and 
welfare plans carried by your company, or would you have subdivi- 
sions ¢ 

Mr. Firzuven. Each insurance company, of course, has its own 
dividend formula. Iam afraid ours is about 40 pages long, sir. The 
savings are not distributed over all our customers. We do our best. 
It is a matter of judgment for the board of directors on the advice of 
the actuary and so forth to try to divide our business into homogeneous 
groups. There are all kinds of factors. 

Senator Doveias. Are these homogeneous groups minute or are 
they very large? That is the question. 

Mr. Frrzuven. We try to strike a balance. If we make them too 
small, they are not big enough to stand on their own feet in effect. 
If we make them too large, they are no longer homogeneous. It is a 
difficult problem. The classes are medium- size, shall we say. They 
are not small and they are not large. But we try to make them as 
small as we think is justified i in the expense of making all these classes ; 
but the general result is they are pretty large classes. 

Senator Doveras. Where you deal with such a giant organization 
as Metropolitan, I am never quite certain what you mean by “too 
large” or “too small.” What might seem to be small to Metropolitan 
might seem to be gigantic to somebody else. 

Mr. Frrzuven. All I can say for ourselves—and I am sure it is 
true in every other company—we make an honest effort to see that each 
customer is charged with what it costs to handle his case, eliminating 
fortuitous factors like whether a commission was paid or not. 

Mr. Sreau. I believe that Mr. Fitzhugh has expressed very well the 
intentions of a number of major insurance companies with respect 
to commission payments. But I think we agree that the actual prac- 
tice is different somewhat from the purposes he has expressed, and 
very worthwhile purposes. 

If in fact commissions were part of the distribution costs and were 
used exclusively to compensate an agent or a broker who participated 
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in the negotiations and provided valuable services to the exclusion 
of such services being provided by the home-oflice representative of 
the insurance company, then I do not think there would be any 
quarrel whatsoever with the payment of the commission. 

Somebody might argue there was too much for the work done, or 


too little: but there would be no disagreement 


about the principle 


because we have accepted the distribution cost as being a necessary part 


of our whole economy. 


The problem has not been in the intention. 


as I said, in the pr actice. 


The problem has been, 
There again I think we have to draw the 


line between major insurance companies, who for the most part have 
had very clearly defined commission practices, and who for the most 
part have exercised real judgment about how commissions are to be 


paid, though they 


commissions for services that were not rendered. 
We have to draw the line between those companies and the com- 
panies that have paid commissions simply because they felt that that 


would be helpful to them in getting the account. 


are not without some fault of occasionally paying 


When you find 


examples of group-insurance polici les being written where on a pre- 
mium of $1 million, $100,000 was paid in commissions, nobody could 


argue—and I know 


it would not be 


Mr. 


IK itzhugh’ Ss 


intention to 


areue—that that is a normal distribution cost for a transaction of that 


kind. 


Nor could it be argued that anyone would provide services valuable 
enough in that sort of situation to warrant a fee under $1,000. 

What we get down to is‘how much commission and for what serv- 
ices? Mr. Chairman, if your committee decides to undertake the job 
of defining this general proposition of paying for services rendered, 
when rendered, you have got quite a job on your hands; because who 


is to decide what services are to be rendered ? 


One hour of service might provide some very valuable advice for 
the prospective buyer of insurance that might save him $250,000 over 


period of years and therefore might warrant a 


310,000. In another 


be worth $1,000 to the btryer of the insurance. 
What I think it really comes down to again is the public disclosure 


statute. If you have 


fee of $ 


case, 6 months of inadequate service might not 


S5.000 or 


a provision which in etlect puts before the in- 


terested parties—and I mean by that the employees, the employers, 
and the public, and the Government agency that might be involved 


the 


amount of commission and the person or organization to whom 


that commission is payable, I think you are well on the road then to 
solving the whole matter of, Are the commissions too much or too little, 
and are they being paid for valuable services rendered ? 

There is not any organization, whether it is a corporation or a trade 
union or a trust fund, that is so secure that it may take upon itself 
the decision of paying an outrageous commission without any fear of 


the consequences. 


In consequence, I think if this fair code of commissions as has been 
proposed is pushed a little further, if public disclosure requires infor- 


mation about who gets the commissions and what amount, 


I think you 


will not have to grapple with that molasses barrel of what services 


and how much they are worth, and so forth. 
agree, then, 


Senator Axttorr. You do 


that 


within general 
there can be standards of commissions set up for this type of thing ? 


areas, 
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Mr. Secau. I believe it is possible to establish standards for 
commissions. 

Senator Attorr. Take, for example, most of the major ion aye 
As I understand it, my friends pay about the same standard com- 
missions to their agents on new business. Could such a standard—not 
the same rate, of course—be generally set up for this type of business 
and for renewals? 

Mr. Srcav. Senator, I will say that it is possible to. Whether it 
will actually be is something that we might be able to see 6 months 
or a year from now. I do not ‘know. 

Senator Attorr. That is what we are talking about, what is possible. 
We are here to try and find remedial methods of legislation. Then I 
would like to ask you this other question while we are on this subject. 
Does not the payment of sums by an insurance company to persons 
for their administration of that fund come under just as great a 
compulsion and need for careful scrutiny and publication ? 

Mr. Srcat. No. I think there are very few services that an insur- 
ance company provides that cannot be pinpointed in terms of cost. 
For example, when you take competitive bids from insurance com- 
panies and you ask them to specify what their estimated retention 
would be, what percentage of the premium they believe they are going 
to keep, one of the normal things in a good specification ‘letter is to 
ask them for a breakdown for retentions. 

How much of that retention is for taxes? How much would be for 
commissions? How much would be for administration ? 

What I wanted to get to, Senator, is that when you get to the 
item of administration and claims handling and the insurance com- 
pany says, “We estimate we will charge 1.7 of a $500,000 premium 
for that,” there you have a defined amount. If the specification letter 
also asks—as I suggest in this blueprint—*What administrative serv- 
ices will you provide?” you have the knowledge of what services will 
be pr ovided and you know how much the insurance company estimates 
it is going to charge for those services. 

Senator ALLorr. If the insurance company is paying a specific per- 
centage of the premium back to the fund or back to individuals for the 
supposed administration of the fund, do you not think that requires 
complete disclosure, or should ? 

Mr. Seca. I know of only two kinds of allowances that insurance 
companies make for self-administration, as it is called. When a joint 
management-labor welfare fund—or, for that matter, an employer 
fund—processes most of the steps in the claims handling and when 
they do most of the premium accounting, the insurance company will 
allow a certain percentage of the premium for those services which the 
insurance company Ww ould ictondly have to provide. 

I think there again, by and large, the allowance is reasonable. 
Where an insurance company allows in addition to that a direct service 
fee toa broker, an agent, or a consultant, and to the welfare fund of 
3, 4 or 5 percent, I think there could be ‘a substantial question as to 
whether that kind of a fee is justified by the services. 

Senator Atiorr. Do you not agree that the general principle of full 
disclosure is a correct one with respect to these practices? I am talk- 
ing of kicking back, whether it be to the fund or to individuals or 
whoever it may be, for the supposed administration of the plan? Do 
you not think the principle of full disclosure applies here ? 
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Mr. SEGAL. Absolutely. 

Senator DovuGLas. All roads seem to be leading to Rome, namely, 
that every topic we bring up, it is stated that we cannot make specific 
rules; but we should have what Woodrow Wilson used to call pitiless 
publicity. 

Mr. Eppy. Mr. Chairman, I would like, if 1 may, to supplement 
what Mr. Fitzhugh said. I wish I could be as poetic as Mr. Barbash 
was a few moments ago because I have a very detinite conviction about 
the subject, and that is the terrific job that . as been done in this 
country by the agents in the distribution of life insurance. 

The American people are the beneficiaries of a vastly greater 
amount of life insurance and health insurance than the citizens of 
any other country on a voluntary basis. I think that the major 
reason for that is the distribution system, the American agency Sys 
tem. Inherent in our price structure is the cost of distribution. In 
the group field for most of us it is a very modest, moderate amount. 

If we were to permit a system under which a buyer could save 
cost, could avoid a reasonable cost of dist ibution by going direct to 
the home offices, we would put all home offices in competition with 
their field forces and in a short time the field forces would disintegrate. 

As long as the distribution cost is fair and reasonable, that system 
should be protected, As Mr. Fitzhugh pointed out, there is no law 
that a commission be paid. But I do think that it is vital that we 
not provide a better price if a commission is not paid. 

Senator Dougias. Mr. Cruikshank is very anxious to break in at 
that point. 

Mr. Crurksmank. Mr. Chairman, I think the statement of the 
objectives is excellent. It is encouraging to know that the law is being 
so interpreted at the highest level of the insurance industry. It is 
not what we are frequently told in specific cases, however, because 
au number of the cases in which the unions have been severely blamed 
for bad practices have arisen out of the fact where they have been 
told and have presumably been backed up by the statements of the 
commissioners of the State insurance commissions that it does not 
make any difference now, you have got to pay this tosomebody. You 
are going to pay the same rate, and either the insurance company gets 
it or John Doe gets it. 

In a number of cases they have run around and grabbed off some- 
body’s brother-in-law or some friend and said, “Look, somebody 
is going to get this money. You might as well get it as anybody 
else.” 

Also, and what is even worse than that probably, is this omapele. 
tion that arises about who is going to be the agent who handles 
after all the essentials of collective bargaining have taken nt 
The company has furnished its technical services; the union has fur- 
nished its technical services; the services of no agent were required 
in specific instances. 

Then it appears that the cost is going to be the same to the pur- 
chaser, whether or not an agent is involved. 

So long as these “pennies from heaven” are going to fall, they 
might just as well fall on my brother-in-law as somebody else. That 
is what has arisen in a number of cases, and it is what has given 
rise toa lot of the public complaint. I certainly do not doubt the word 
of these able representatives of the insurance industry; but if the 
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situation is as they have set it forth, then it ought to be more generally 
known because it is not what is being told to people engaged i in this 
business. 

As far as maintaining the distributive services, I think there is much 
to be said for that. But let us remind ourselves that it is not generally 
done, particularly when there are large contracts and large pur- 
chases. We all know that it is a common practice in business—and 
I think quite properly so—where the services of distribution are not 
required in direct ratio to the items purchased, that you can make a 
direct deal. 

Senator Doveras. That is even permitted under the Robinson- 
Patman Act. 

Mr. CrurksHANK. When I go to my dealer every 10 years when I 
buy a new car, he gives me some services and he services the car for 
9) days. He gives me certain guaranties and so forth. But when 
A. T. & T. goes to buy a fleet of trucks, they do not go to every little 
local dealer and have him give them a deal, because they do not re- 
quire that same kind of service. They can get a very, very narrow 
margin of profit, and quite properly so, I think, when they go di- 
rectly to the manufacturer and buy a fleet of trucks; and when they 
buy tires for that fleet of trucks, they do not go to the cor ner filling 
station, as I go, because they do not require the kind of sorvice I do. 
They are at an entirely different level of consumer activity. 

I am sure I do not need to belabor the point, but in many collective- 
bargaining situations, when you are negotiating a contract of this 
size, you are not doing the kind of thing where an individual agent can 
even be helpful. 

Yet you are told that somebody is going to get this rate, or at least 
that the cost is going to be the same with or without an agent. So 
huge blocks of money are just farmed out to these people, “and it is 
where a lot of the questionable practices arise. 

Senator DovcGias. I think you have inade yourself clear. I am try- 
ing to restate it to see if I understand what you are saying. You are 
saying (a) where a welfare plan or a pension plan does not require 
the selling effort of an agent, it should not be in your judgment charged 
for the average selling effort for that class; or (6) where the plan does 
not require the expert services of an insurance consultant, it should not 
be charged for the average consultant service. 

Mr. CrvurksHank. Yes, that is right. 

Senator Doveras. You are further saying that where you have a 
more or less uniform rate at least w ithin a given class of service for 
the selling of this type of policy, the union official is likely to say, “It 
does not matter; I cannot save any money for my organization. What 
harm is there if I take a slice of it?” 

Mr. Barpasn. Honest graft. 

Senator Dovenas. Of course I might say, without any reference to 
any particular locality, that this is one of the problems which comes 
up in the placing of public insurance against fire; the insuring of 
public officials against embezzlement : the i insuring of public contract- 
ing jobs under direct work against accidents ; and so on, that the pub- 
lic officials frequently find that the cost is as great with one company 
as with another, that they cannot save on commissions, and that there- 
fore why not give the business to X, who is chairman of the State 
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central committee rather than to Y. who lives out on Long Island, let 
us Say, Or up in Westchester. 

This same possibility for favoritism sometimes arises within cor 
porations, and the corporation decides to give the business to the son 
in-law or the club mate or the man who wears the same school tie, 
rather than to an outlander. 

Mr. Barsasu. I think you put your finger on it, Mr. Chairman, 
because the problem of commissions is not really a problem of cost. 
It is not a cost problem. I do not think that anybody seriously main- 
tains that if you eliminated commissions you would in any relevant 
way affect the cost of insurance. It is not a cost problem at all. 

It isa problem of the inducement that it offers for dishonesty and 
corruption. It is not that it would appreciably influence the cost. 

I am looking at the New York State report. Mr. Chairman. When 
vou get commissions of $164,000, amounting to 20 percent of the 
total premium; when you get commissions of $144,000, amounting 
to 19 percent in the third polic’ y year: when you get commissions of 
$143,000, amounting to 16 percent, this creates a climate in which 
immoral practices just flourish. 

I reiterate, it is not the cost problem. We are conscious of the cost 
problem because the CIO has an insurance agents’ affiliate, and we 
certainly would not want to have anything which would impair the 
jobs of our insurance agents. 

Senator Dovenias. You mean you sell yourself insurance ? 

Mr. Barsasn. No. We have an international union, as does the 
A. F. of L., of insurance agents. You will not find the A. F. of L. 
or CIO advocating practices which would eliminate the jobs of the 
insurance agents. 

Senator Doveias. I am glad that that foundation of American 
life is safe. 

Senator Atuorr. Mr. Barbash, why do you say it is not a cost 
element when it runs from 16 to 20 percent / 

Mr. BarrnasH. It is a cost element of the premium. 

Senator Autiorr. If it absorbs that much of the premium, it reduces 
by that much how much insurance it will buy. 

Mr. Bareasn. It is a cost element, I meant, in relation to the total 
cost of Metropolitan or Connecticut General. 

Senator Atuorr. If you could take that 20 percent and that 19 
percent and others that we have heard about and apply that, you 
could certainly buy a whale of a lot more benefits for your people. 

Mr. Barpasu. You are right. And in relation to a specific policy, 
it is a cost element. In relation to the total cost of the insurance 
company, 1{ will not make too much difference whether you eliminate 
it or not. 

As respects another point, if I say so, sir, the statement in the report 
is made that insurance is typically sold, not bought. 

Group insurance is bought. Group insurance is bought, not sold. 
It is bought because in many of the instances the parties want to buy 
something. It is not a problem of salesmanship which ought to be 
rewarded. 

Senator Doveras. But the companies are afraid, and there is a 
lot to their fear, that if you permit benefit plans to break through 
their selling mechanism, you undermine the ability of their agents 
to make a living. 
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Mr. Evpy. I wonder, Mr. Chairman. In my own company a mil- 
hon dollar premium would produce less than 1 percent commission 
for the first year, and less than half of 1 percent commission for the 
subsequent years in the 9 renewal years. It is a very small amount 
of money, I think, over a 10-year saad it gives less than $55,000 on 
a $10 million aggregate premium. 

I think that when 20 percent commissions are paid on a case of 
this size they are definitely a part of total cost. They are only pos- 
sible where there has been no cost comparison, because there is the 
desire to buy a high-priced product which has a_ high-priced 
coOMMISSION. 

Senator Doveias. I would like to refer to page 23 of the report, 
where a table is given of the average premiums, claims, dividends, 
retention, and so forth. Seventy-nine companies as compared to a 
specific company, which is unnamed. 

You will notice there the average commission of 79 companies is 
3.4 percent, but of carrier D, 10.4 percent, and fees nine-tenths of 1 
percent, as compared to 2.5. So if you put those together, the com- 
parison between 4.3 percent, the average of 79 companies, and 12.9 
percent, or 3 times as much—— 

Mr. Segau. Mr. Chairman, I think that table could be misleading. 
That takes into account groups of all sizes. If we talk about corrup- 
tion, corruption isn’t going to take place to any sizable extent in a 
small welfare fund. It is going to take place in the welfare fund 
where millions of dollars in premiums are being paid. 

Therefore, these average figures which include small welfare funds, 
when expressed as a percentage of premiums of commissions, can be 
misleading as Mr. Eddy has indicated. The commission payable 
by the major insurance companies on jumbo contracts will average 
considerably less than 1 percent over a period of years. 

Mr. Lerce. That is broken down on the following page, Mr. Segal, 
on page 24, in the amount of premium—the same ‘information gen- 
erally. 

Mr. Firzuvucu. There has been an awful lot of talk about these 
big 20 percent commissions. Perhaps the problem here is not so 
much the principle of commissions, but the amount of commissions. 
I am holding no brief for excessive commissions. Some of the com- 
missions that have been mentioned here today—and some that you 
mentioned in that report—have been mentioned elsewher 
have no defense for any commissions of that aaamianie on cases of 
that kind. 

Mr. Barsasn. No, Mr. Fitzhugh, we have no objection to commis- 
sions in principle. 

Mr. Frraznven. I think we are all talking about the same language. 
It is a matter of how much is a reasonable commission. This question 
of a large company coming in and buying a fleet of automobiles, we 
recognize that principle in our group se: ale by this decremental scale 
which the report talks about. We do not pay 20 percent on such a 
case either. We pay less than 1 percent, actually. It gets down 
below a tenth of a percent. 

Mr. CrorksHank. Mr. Chairman, there is a matter of principle 
here, where no service is rendered on the part of the agent. If that 
is not a legal requirement, somebody ought to set some ‘of the people 
wise that believe that it is, including the New York Ti imes, for example, 
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which when this report came out, were so convinced that it was a 
requirement, that they wrote an editorial in defense of it, saying that 
this was quite all right, and that the commissions were a part of our 
free enterprise system. 

They even wrapped a flag around it, declaring no one should chal- 
lenge the practice—which reminded many of us of the quite different 
attitude that the New York Times took when the Lee Act was under 
consideration. It was a horrendous crime to pay a stagehand his 
daily wage, if some small volunteer group was putting on a volunteer 
theatrical production, despite the fact that he depended on the work 
on the stage for his livelihood. What is not right for the stagehand, 
if the Times is correct, seems to me to be no more right for the 
insurance agent. 

Senator Dove.as. Now it is getting hot, and I will add to the fire, 
but with no malice. Are you suggesting that this requirement of the 
commissions, whether or not selling or consulting service is performed, 
is equivalent to insurance featherbedding ? 

Mr. CrurksHaANnk. Yes; I think it is a kind of featherbedding. 

Mr. Frrznvueu. Let’s come back to the facts. If it were true that 
commissions had to be paid whether earned or not, then whether it is 
featherbedding or not would be another question. But there is no 
point in discussing it, because, regardless of what any agent or what 
anybody says, the fact of the matter is you do not have to pay a com- 
mission when it is not earned. 

Mr. CrurksHank. But you do not save any money when you do 
not pay acommission. That isthe same thing. 

Mr. FrrzuHvuen. Let us distinguish between those two things. 

Mr. CrurksHank. That is a distinction without a difference, when 
you are on the purchasing end. 

Mr. Kirkianp. There are some paid-for services not rendered. 

Senator AtLorr. Would you not save those in your dividend ¢ 

Mr. CrurksHank. I might and I might not. It would depend. 

Mr. Barsasu. You would save those in your dividend to the extent 
that your group would profit by the reduction in cost as a result of 
not paying them. But‘this is what I mean by the difference between 
cost and an inducement to honesty. The cost problem worries me less 
than the opportunity which this provides for dishonesty. That is the 
point. 

Senator Atsorr. It not only provides it, it makes it an incentive. 

Mr. Barsasu. That is correct. 

Mr. Kirkianp. The split commission would attract a lot of people 
who would never even think of dipping into the welfare fund, directly. 

Senator Dovetas. Because they feel they are not taking it away from 
their fellows, but merely sharing in something which others will get 
anyway, whether or not they perform a service. 

Mr. SHexpon. I think it may be pertinent to observe here, sir, in 
order that we keep the proper perspective on this problem, that Super- 
intendent Bollinger of the New York State Insurance Department, 
former Superintendent Bollinger, in his report last December. noted 
that so far as New York State goes, only about 14 percent of all the 
group business sold in the State involved the kind of welfare-fund 
operation that we are concerned with here. 

Certainly of that 14 percent, only a small segment must be in- 
volved in the kind of a business we are concerned with. 
62033—55—pt. 1——7 
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Senator Dovenas. What was the rest of the group insurance ? 

Mr. Suevpon. Other kinds of group insurance, not of a union-fund 
type. 

Senator Dovetas. Life insurance, group life? 

Mr. Suexpon. I suppose so. All kinds of unilateral plans. The 
14 percent applies to the union type, collectively bargained programs. 

Senator Doveias. But what we are trying to do is to see the prob- 
lem as a whole and not confine ourselves merely to the field covered 
in this report. That is, not to confine ourselves merely to jointly ad- 
ministered plans, but also to unilateral plans. 

Mr. Suevpon. I think Mr. Barbash is making the point that the 
commission element holds out an inducement to abuse, to people in 
this type of program. 

Senator Dove.as. But would he also say in the unilateral plans they 
offer opportunity for abuse ? 

Mr. Smeann Oh, sure. This goes back to my theory of genes, Mr. 
Chairman. 

Senator Dovetas. What I think we are coming to in part is that it 
is difficult to lay down hard and fast rules on any of these points and 
to be dogmatic in what are general standards. There seems to be a 
sort of general feeling that if you have full disclosure, that the com- 
monsense of the people will be able to pick out the excessive cases 
and bring at least the conspicuous to light and lessen the conspicuous 
abuses. Am I right or am I wrong? 

Mr. Barpsasnu. | think you are right, but I would still commend, sir, 
to the attention of the committee for further study and investigation, 
the whole problem of commissions. I don’t think that it is as impos- 
sible as it may sound, but that it certainly deserves further study and 
investigation as to what the ramifications of this might be. 

Senator Doveias. Of course there is one question: Why do not the 
unions form cooperative life insurance companies with the possibility 
of directly writing the insurance and paying dividends ? 

Mr. CrurksnHank. As a matter of fact, something quite like that has 
been done. The musicians’ union in New York, knowing that they 
couldn’t save anything—I am carefully guarding now the way I put 
this—induced some of their members to incorporate and set up an 
agency and got a license for this corporation. This corporation is 
completely nonprofit and all of the benefits of the commissions under 
the plan that they are writing will accrue to the benefit of the members 
of the musicians’ union. It is not quite a cooperative, but it is the same 
kind of an approach to what you mentioned. 

Mr. Srcau. I hope my good friend Mr. Cruikshank is not suggest- 
ing to the chairman that that was really a serious effort to solve a seri- 
ous problem, because the fact of the matter is in that situation, the 
musicians’ union held out in its publicity release that the money to be 
saved was to provide funds for concerts to be given by unemployed 
musicians. There are approximately 16,000 unemployed musicians 
in that union, I am told, and the amount of money saved by the elimi- 
nation of commissions was $2,500 a year. As one rather cynical fellow 
said, that won’t pay the carfare of the musicians to the concert, no 
less pay them for playing at it. 

Consequently, these indirect approaches to solving the commission 
problem may sound good, but actually they do not touch the heart of 
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the thing. Your suggestion about the unions getting together in 
cooperative insurance companies poses a very interesting question and 
that is this: 

Is the question really the commission and what part this has in 
the whole thing, or is it, as Mr. Barbash said earlier this morning, 
the question of honesty? I don’t think that we are going to decide 
that people are going to be honest in the conduct of their welfare 
funds if you make commissions unavailable, because crooks will find 
a way to get their hands on money, in any event. 

Senator Dovetas. But is it not true, Mr. Segal, that there are 
certain conditions which are more conducive to honesty than others? 
And are there not certain situations where the temptation to loose 
practice is greater than others? Certainly the external world has 
something to do with the development of character—not everything, 
but something. 

Mr. Seaau. Oh, yes. But the instances where corruption arose 
were not instances where the commissions were less than 1 percent. 
They were instances where 10 and 15 and 20 percent commissions were 
paid. So we get back, not to the question of honesty, we get back to 
the question of amount, as part of the honesty. 

Senator Atxorr. Mr. Segal, that is the point I was trying to get 
you to acknowledge earlier in this discussion. You really can set 
up a standard of maximum amounts for given services which would 
be applicable to this situation, can you not ? 

Mr. Seca. Yes, I think it is then the pen rg ibility of the trustees 
to see to it that those commissions are paid to people who render 
services. If they choose not to designate such ie ople to receive them, 
then that is their problem. 

Senator Atxiorr. To embellish Mr. Barbash’s remarks a little fur- 
ther, does not the lack of restrictions, rules, and regulations in the 
present law contribute substantially to the abuses which you have 

seen and which you are talking about here ? 

Mr. Barsasn. I think so. 

Senator Douctas. Now, gentlemen, [ do not want to lead you to 
any conclusions to which you do not wish willingly to come. But I 
think we might be ready now to consider the question as to whether 
you favor the principle of complete disclosure to all interested parties 
as a deterrent to malpractice, mismanagement, and waste, leaving 
aside the question as to whom this disclosure is to be made, but pre- 
suming that there will be included in the disclosure in some degree, 
the persons to be benefited. 

Are we ready? Would it be improper to poll the group now to 
ask those who feel there should be complete disclosure to raise their 
hands? 

Mr. Barsasu. You are talking now about the principle, quite aside 
from whether it is legislation or not ? 

Senator Doveras. That is correct. 

Mr. Crirrr. Will you restate the question, Mr. Chairman? 

Senator Doucias. How many members of the panel feel that the 
practice of complete disclosure to interested parties of the essential 
elements in a benefit pan would be a deterrent to malpractice, mis- 
management, and waste ? 

Mr. Eppy. I am bothered by the word “complete.” 

Senator Dovetas. Let us strike that and s say “substantial.” 
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Mr. Barsasu. I am also in favor of complete. 

Senator Doveuas. I take it there is general, though not necessarily 
unanimous agreement, on that point. 

The Chair recognizes that these are difficult questions and he also 
recognizes that he is sometimes maladroit in the way that he phrases 
a query. Would Senator Allott and I get a false impression if we 
concluded that on the whole, there was substantial agreement in favor 
of what might be termed “substantial disclosure”? Would we be 
stretching “agreement” beyond the bounds of reality? 

Mr. CrurgsHank. No. In fact, if there is any stretching, I think 
it is a little less than what some of us would like to see. 

Mr. Barnasu. We would like a little more elasticity. 

Senator Doucitas. You would like to stretch it further? 

Mr. Barwasu. Yes. 

Mr. CrurksHank. Say “the relevant facts to all parties of interest.” 

Senator Dovctas. Perhaps the term “relevant” would be better 
than “substantial.” 

Mr. Secau. We are still talking about collective bargaining funds, 
are we? 

Mr. Barbasu. I am not. 

Mr. FrrzuvucH. That is why we are hesitating here. What are we 
talking about? If we are talking about jointly administered collective 
bargaining plans, that is one thing. 

Senator Dovetas. There seems to be unanimity. Would we say, 
then, that would be true of unilateral plans? 

Mr. Barsasu. I would say it. 

Mr. CrurksHank. Yes, 1 would. How many would not think that 
is true of unilateral ? 

Mr. Eppy. Asa generality, I think it would not be. 

Mr. Frrairuen. I think it needs further studying. 

Mr. Eppy. I think it needs intensive study. 

Senator Axttorr. In other words, let me ask you a question then 
so I may understand you two gentlemen’s point of view. You do 
not think in a unilateral plan that it would be proper to disclose 
to the beneficiaries of that plan all costs paid out for that plan—and 
T am thinking specifically of commissions, and also hidden expenses 
of administration. 

Mr. Suetpon. Senator Allott, I think there is something in the 
report of our association that bears directly on this point. We gave 
a great deal of consideration to the problem of the scope of any regu- 
latory program that might emerge, either at the Federal or at the 
State level. We are convinced after weighing all the factors as best 
we could, that any controls adopted should be limited to jointly 
administered collectively bargained trust funds. 

Each of those terms has a particular meaning. Just to cite one area 
where we do not think it would be appropriate, as a matter of statutory 
requirement, to compel the disclosure of all facts and figures, let me 
cite one illustration given in our report. I will quote it very briefly : 

One further consideration remains in defining coverage of the controls. Not 
all benefit plans established in union negotiations are of a type which call 
for or are susceptible to the projected regulations. Take, for example, the kind 
of benefit plan which emerges from contract negotiations where the employer 
simply agrees to furnish Blue Cross hospitalization coverage for all employees 


in the bargaining unit. How he shall arrange this benefit coverage and how 
he shall pay for it is left to him by the union. Presumably he is free to pay 
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such consultants fees as he wishes and waste as much of his own money as 
he desires in setting up the program. The important thing is that he is coni- 
mitted to furnish a specific benefit, and no matter how he chooses to do it, 
it will not adversely affect those benefits to which his employees are entitled 
under the union contract. In this case, we submit, it is the job of the union, 
not the Government, to represent the employees’ interests and see that the 
company’s commitment is kept. The commitment here does not differ from 
any other commitment to furnish a fringe benefit and needs no further govern- 
mental regulation than is normally applicable to the collective bargaining 
relationship. 

We think that cites one case where it would be inappropriate for 
the Government to step in. 

Senator Dovueas. Let me ask you this: Suppose you have a uni- 
laterally administered plan by the union. You would say it is of no 
concern to have the Government or any other group have relative 
disclosure in that case ? 

Mr. SHELDON. In those plans which under the present law can be 
unilaterally administered by the union, we would say that is true. 
We, however, subscribe to the present requirement in section 302 with 
regard to making plans subject to joint contro|—— 

Senator Doveias. But you have just pointed out that the bilateral 
plans form only one-seventh of the total coverage, 14 percent. That 
six-sevenths of the funds are in unilateral programs. So what in 
effect you are saying is that we can require disclosure on the tail but 
not on the dog. 

Mr. Suepon. I think it comes down to this 

Senator Doucias. I am not trying to trap you. I am trying to 
understand the issues, that’s all. 

Mr. Suerpon. I think it comes down to this: As a matter of me- 
chanics, it seems to me employers are peculiarly suited to furnish 
certain types of benefits to their employees. Just as a matter of good 
personnel practice they maintain company medical dispensaries in 
their plant, for example, cafeterias, all kinds of activities that fall 
within the scope of their general personnel programs. 

The unions, we know, in many, many cases prefer that when addi- 
tional benefits are written as a result of collective bargaining, that 
those benefits continue to be administered by the employer. In those 
cases where the collective bargaining commitment is expressed in 
terms of a given benefit, we simply do not see that it would accom- 
plish anything for the Government to intervene, because as we have 
said in our statement, the employer is committed to furnish Blue 
Cross hospitalization or $2,000 of life insurance for each of his em- 
ployees, or what have you? How he chooses to do it by the nature 
of the collective agreement itself is left to him. Whether he is wise 
in his choice of the insurance company or whether he is wasteful 
with regard to paying the fees and commissions, will not adversely 
affect the interest of the employees, which we think is the crucial 
consideration. 

Since the employees’ interest is not at stake, we do not see that 
Government regulations or intervention would serve any purpose at 
all. 

Mr. Kirxianp. Mr. Chairman, lest there be any tendency on the 
part of the subcommittee to find the least common denominator in 
this matter, I think we ought to make it clear that in my case, at 
least, my feeling for disclosure hinges upon it being an across-the- 
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board disclosure. I don’t think we would favor any type of dis- 
closure that is entirely one-sided in its application. 

Mr. CrurxsHank. [ am sure that wold be the position of the A. 
F. of L., Mr. Chairman. 

Mr. Barsasu. That would be our position, as well. We think also 
it is not only a question of the interest of the employer and the union 
in this thing. There is a substantial public interest. This whole 
problem, as witness the fact that the Taft-Hartley law took jurisdic- 
tion in the issue on the ground that not only was there a question of 
the employees and the unions and employers, but there is a substan- 
tial public interest as to the honesty with which these plans are ad- 
ministered. And if the disclosure principle is sound for one segment, 
it ought to be sound for the whole segment. 

The business about the clerical duties that would befall the em- 
ployers if they had to do this, it seems to me is not a very persuasive 
reason against this thing. It seems to me that unless you assume that 
only jointly administered plans are subject to these evils, that you 
ean reach no other conclusion but that all health and welfare plans 
should be subject to the disclosure principle. 

Senator Atxorr. Is there not a difference, Mr. Barbash, however, 
in this situation? If I contract with you as an employee that you are 
to furnish me $10,000 worth—and let us limit it to this one thing— 
of life insurance, because I am engaged in a hazardous occupation, 
to wit, flagpole sitting, and you do that, you have fulfilled your con- 
tract to me. 

However, have you not changed the situation considerably, if, 
while I am still engaged in the same occupation, you agree to devote 
a dollar an hour to the purchase of life insurance for me while I am 
engaged in such occupation? Is not there a substantial difference 
there ? 

Mr. Barrasnu. There is a substantial difference, sir, if I may say so, 
without any disrespect to you, but I think it is a metaphysical differ- 
ence, not an operating difference. To be sure, the difference comes 
down to the benefits which the employer dispenses out of a sense of 
responsibility to his employees, and the benefits which the employer 
dispenses in a collective bargaining relationship. But it seems to me 
that the developments in the last several years have obliterated that 
distinction because you cannot really tell ina great many cases whether 
the employer has given this out of a sense of responsibility for the 
welfare of his employees or out of collective bargaining. 

If you can’t do that, then it seems to me the public policy requires 
disclosure across-the-board. 

Senator Ariorr. I appreciate your beautiful words, sir, but I 
thought that metaphysical meant supernatural, and I was not aware 
that I was dealing in anything like that. 

Mr. Barrasu. Excuse me, but I meant metaphysical in the sense 
that it reflects a difference in intent, as we see it. But the possibility 
of measuring intent as a basis upon which to formulate a statute is 
a very dangerous one. 

Mr. Hoses. Mr. Chairman, you got an almost unanimous vote on 
the disclosure regarding the negotiated Taft-Hartley jointly admin- 
istered plan. There seems to be to me a little hastiness on the uni- 
lateral plan. I think one of the reasons is that I am not clear about 
what kind of a unilateral plan the union members of this panel mean. 
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For instance, to me a unilateral plan—I am in one. The National 
City Bank has no union. The management says we are going to give 
you a pension plan, we are going to give you group insurance and 
hospitalization and so on all noncontributory. I, as an employee, 
do not care what they do as long as Iam not hurt. If I get the bene- 
fits promptly that is all I care. 

To me that is a straight unliateral plan. I would like to hear Mr. 
Barbash state whether in his judgment, when he says “unilateral plan 
should give complete disclosure,” he is not thinking in terms of a nego- 
tiated plan of benefits which the union does not participate jointly in 
with the management ? 

Senator Doveras. A negotiated plan is so much contribution per 
worker, but to be administered by one party. 

Mr. Hossrs. In other words, what kind of unilateral plan do you 
have in mind? 

Mr. Barpasu. I mean the unilateral plan which is bargained for 
and which is included in the contract, but unilaterally administered by 
the employer. 

Certainly I mean that. Certainly you have a situation in which the 
union and management cannot reach an agreement on the health and 
welfare plan, but the old unilateral plan is continued from another 
dispensation. I mean that. And the only reason that I do not dif- 
ferentiate personally is the problem of legislative draftsmanship 
which is involved in setting forth in the statute this distinction; so 
that I would think that would be simpler to say “every employee 
health and welfare plan” rather than to attempt to draw distinctions 
in the statute itself. 

My personal disposition would be to eliminate the kind of unilateral 
plan for executive employees, for example, which Mr. Hobbs talks 
about. 

Senator Dovetas. What would you say about unilateral plans vol- 
untarily offered, not resulting from collective bargaining ? 

Mr. Barrasn. You get into a matter of intent as to what voluntary 
offer is. To give an illustration of that, you have a situation in which 
the general tendency is toward inclusion of health and welfare plans 
and agreements. Here you have an unorganized plant or an unor- 
ganized company which in order to keep the union out, for example, 
proposes to give its employees everything that the organized em- 
ployees have got. Is that, Mr. Chairman, voluntarily given? This is 
the problem, and this is the drafting problem which you run into if 
you try to distinguish the thing. 

T would rather err on the side of liberalism on this point. 

Mr. Faunce. The problem is not difficult at all. Any collective bar- 
gaining agreement whieh creates or establishes or controls in any way 
the plan and benefits or the pension or health and welfare benefits, 
whether it is set up originally or not, there should be disclosure. 

Senator Doveias. Even though it may be adminsitered by only one 
party ? 

Mr. Faunce. That is right. There is never any relationship be- 
tween the company or the union with respect to that particular plan, 
and there should be no necessity 

Senator Attorr. Will you go further and say even though it calls 
for an ultimate product rather than so much per hour? 

Mr. Faunce. Yes, sir. 
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Senator Atxorr. As long as it is contained in the agreement ? 

Mr. Faunce. That is right. 

Mr. Eppy. Mr. Chairman, I would like to call our attention to the 
fact that I thought we were talking about nondisclosure. We were 
talking about disclosure as a deterrent to malpractice. I can visualize 
that Mr. Fitzhugh has to file certain intimate facts with his largest 
clients—I could find some advantage in that. But I do not think 
that such disclosure is in a sense a deterrent to malpractice. 

I can see how Mr. Barbash and Mr. Cruikshank can find value in 
disclosure of information. But I do not think that such disclosure is 
relevant on the point of deterrent to malpractice. 

Senator Doveias. Let me ask you this: Let us see what the area of 
agreement is. Would you favor disclosure in collectively bargained 
welfare plans, even though separately and unilaterally administered 
by either the employer or the employee ? 

Mr. Eppy. It is not good form to answer a question with a question, 
but if you will permit me to, is that not perhaps something to be 
settled at the bargaining table? 

Senator Doveias. You are coming to almost the same position that 
the union representative came to in the early plan, in suggesting that 
this was either a matter for collective bargaining or for separate legis- 
lation divorced from collective bargaining legislatively. 

Mr. Frrzxuvuen. I would like to say, sir, just to show the position we 
are in. We are in the business of providing insurance benefits for 
whoever wants insurance payments. I am trying here today to stay 
out of the middle of a hassle between one side of the bargaining table 
and the other, and I always try to stay out of it. 

That is why I hesitate to vote on one because I am sure everyone 
here can understand that there is a charged atmosphere, shall we say, 
between some unions and some employers as to whether or not there 
should be disclosure even to the union of what it costs the employer 
to provide these benefits, even under a collectively bargained plan. 

Again we come back to the distinction that Mr. Allott made between 
the bargaining on a benefit basis and on a cents per hour basis. There 
can hardly be any question that if the employer has agreed to put 
up 5 cents an hour to buy benefits, whether it is jointly administered 
or who administers it, people are entitled to know what he did with 
the 5 cents. 

On the other hand, if the employer, when you get down to your very 
simple case, has agreed to give all his employees $2,000 life insurance 
and to pay the cost, then I am not taking any position as to whether 
it is proper to require him to disclose the cost of that insurance to the 
employees or anybody else. I don’t think it is up to me to take the 
position one way or the other. I don’t like to duck it, but I think I 
should. That is a matter for the employer and the union between them 
to decide who is entitled to that information. I do not think it is up 
to me to say who is entitled to that information. 

Senator Atxort. I think that clears the air quite a bit. 

Mr. Krxuanp. Mr. Chairman, I object to this exclusion of non- 
negotiated plans for a couple of reasons. One, I do not like the double 
standard in general. Secondly, I do not think that this whole issue 
should be confused or made a labor relations issue. I think it is a 
question of malpractice, and unethical practices in the handling of 
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welfare moneys, something which is possible regardless of whether 
or not there is any collective-bargaining aspect of the program at all. 

If a kickback is unethical in a collective bargaining situation, it 
is unethicai in a non-collective-bargaining situation. If steering a 
contract to a company that some union official is involved in is un- 
ethical, it is unethical perhaps to steer an insurance contract into a 
company which is represented on the board of directors of that 
corporation 

The difference is too subtle for me. 

Mr. Cru1KsHANK. Because the Congress has directed that there are 
certain special tax provisions in any of these whether negotiated or 
not, there is a public interest, and that public interest is across-the- 
board. 

Mr. Barsasu. I call your attention, Mr. Chairman, to the fact 
that the subcommittee itself, in its authorizing resolution, recognized 
this problem, because the first resolution, according to the report, 
Senate Resolution 225, talked about welfare and pension funds under 
collective-bargaining agreements. 

Resolution 225 was subsequently amended to include “plans and 
funds subject to collective bargaining” to indicate that if the com- 
mittee had limited itself to actual negotiated plans, it would not be 
doing its job. I daresay that if legislation were limited only to nego- 
tiated plans and indeed as some of my colleagues on the panel say, 
only to jointly administered plans, if it isn’t good enough for the 
subcommittee, I daresay it probably doesn’t fit the needs of 
legislation in this area. 

I want to underscore, Mr. Chairman, the point made by Mr. Kirk- 
land. It is a highly odious principle to require that only working 
people and their unions can engage in dishonest practices, that em- 
ployers are not capable of engaging in dishonest practices, and there- 
fore only the union people are. This is a highly odious principle and 
I daresay is not even good public policy. 

Mr. Eppy. Mr. Chairman, if Mr. Barbash read that inference in 
any of my remarks, I was very inept in my statements. I think that 
virtue is not confined to any class of people, and I think in any walk 
of life it is a very, very minor fraction of people you will find who 
will take advantage of the basic honesties and ethics. 

Senator Dovetas. You know that has even been said about 
politicians, who on the whole are upright. 

Mr. Suetpon. Mr. Chairman, admittedly there is something super- 
ficially logical about this proposition, that if you are going to have 
disclosure, it should be applied with an equal hand to unilateral 
programs as well as to collectively bargained and jointly administered 
programs. 

It sounds very nice on the surface, but we would merely caution 
that the committee examine very closely into the practical effects of 
requiring disclosure on any and all types of welfare or employee 
benefit programs, because when that is done, I think you will find 
that you involve yourself in a vast complex of activities. You will 
have everything—running from free turkeys on Thanksgiving to a 
Christmas fund, to a company cafeteria, to a plant medical dispensary, 
ranging all the way to a formally constituted comprehensive em- 
ployee benefit plan that I think we are all really directing our 
attention to here today. 
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We simply cannot see that it would serve any purpose in the case 
of a plant medical dispensary, for example, to require that employers 
set up new and different kinds of accounting procedures to enable 
them to report to the Government and to his employees and to the 
union, if there is one, just what it costs him to run that medical 
dispensary. 

A little while ago Mr. Barbash indicated that there would be quite 
a little difficulty in determining where to draw the line. So he sug- 
gested in substance, you do not draw the line, which means that you 
would include anything and everything in the field of employee 
benefits. 

Mr. Barrnasn. It does not necessarily mean that, Mr. Sheldon, be- 
cause if you could write an exclusion for plant medical dispensaries, 
I think that plant medical dispensaries ought to be excluded. 

Mr. Suetpon. How about turkeys on Thanksgiving and company 
cafeterias and 13 other activities I could think of ? 

Mr. Barpsasu. Ditto. 

Mr. Suetpon. I do not think it makes any sense to start drawing 
the line on that basis. You have got to get down to fundamentals. 
I think one of the fundamentals is that in some situations the employer 
has a contractual obligation under the terms of the collective- 
bargaining agreement with a duly constituted bargaining agent to 
perform certain functions, supply certain services, and set up a benefit 
program. 

Where that is true, it seems to me it creates a condition where it is 
appropriate for the Government to step in and see that the interests 
of the beneficiaries are protected. 

Where there is no such contractual obligation, where the action 
is a gratuitous one on the part of the employer, purely as a phase of 
his routine, personnel benefits program, then we do not see what pur- 
pose would be accomplished in having this reporting requirement. 

Also, if the controls that are being considered now are extended 
to this type of plan, I think they oahe necessarily be so diluted that 
they could not have the full impact that is desired as to those plans 
where controls really are needed. I think all of the official investi- 
gations have indicated the abuse lies largely in the jointly administered 
collectively bargained plant. 

Mr. CrurksHank. Wait a minute, Mr. Chairman. That is because 
the investigations have been directed to those. That is our point 
that we made at 9 o’clock this morning, or 10: 30, that the others ought 
to be looked at. 

Mr. Suetpon. We do not dispute that, Mr. Cruikshank. I think 
that is a good observation and certainly there is no reason why the 
committee should not concern itself as a matter of investigation, 
with employer unilaterally administered programs as well. 

Senator Doveras. Going back to the terms under which the sub- 
committee is operating, it is true that the original Senate Resolution 
225 defines jurisdiction, the establishment and operation of employee 
welfare and pension funds under collective-bargaining agreements, 
which presumably referred to those covered by section 302 of Taft- 
Hartley and carried with it joint administration. But this was 
broadened by an amendment which the senior Senator from New 
York introduced, Mr. Ives, Senate Resolution 270, which defined the 
scope as “plans and funds, subject to collective bargaining.” 
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Iam not a lawyer. Buta curbstone opinion would seem to be this 
would certainly include plans established by collective bargaining, 
whether or not they were jointly administered. Then the further 
question comes as to whether this “8 ase would include plans and 
funds not negotiated by collective bargaining, but which would be 
subject to collective bar gaining if a union raised the issue. 

I must confess on this last point I am not certain myself. 

Mr. Curre. Mr. Chairman, may I suggest this, that it is important 
that there be steps taken to lessen the amount of fraud, dishonesty and 
so on and so forth. Where the plan is administered by the employer, 
these expenditures are under the same controls as his expenditures for 
the purchase of materials for manufacture, for the payment of labor 
and salaries, for the rent of office facilities and the purchase of auto- 
mobiles, and a thousand and one other types of expenditures that he 
has. 

All of those things are subject to controls which are established in 
the matter of protecting his own interest, if you please, and minimizing 
the probability of misappropriation or improper use of funds or im- 
proper rebates to those who disburse the funds or make the contracts. 

It therefore seems entirely inappropriate to say that a particular 
section of those expenditures by the employer should be subject to a 
detail of disclosure that is not applied to any other one so far as the 
prevention of dishonesty of his employees and their malpractices are 
concerned. 

We have created a situation in this intermediate step of turning 
funds over to individuals or organizations that have lacked the his- 
torical development of controls which are characteristic of corpora- 
tions and duiliveins in handling their own funds. 

They are in a new field and a field that has not developed a self- 
policing, which is the best policing when you can get it. Therefore 
there is justification for a different type of treatment when large 
amounts of money are made available to individuals that have not 
had the same disciplines of self-training, have not had the same dis- 
ciplines of selection of the individuals, and are not subject to the same 
degree of control that most expenditures by an employer himself are. 

The employer, if he is listed on the New York Stock Exchange, is 
required to have an annual audit by a firm of public accountants. 
Most employers in the larger categories have their internal auditors. 
There are checks and balances, if you please, that have been developed 
over many, many years, and that are reasonably effective. 

Once in a while there is a slip. But there certainly is not the same 
need for careful supervision by a new or different type of control 
that there is in a large amount of money that is suddenly poured into 
an untrained area 

The situation may very well change over a period of 10 or 20 or 
years. We may develop a corps of expert administrators of this 
sort of thing, meanwhile, who will have the devotion that we mentioned 
a while ago, and a sense of responsibility to carry on their obligation, 
where obviously over a period of time the amount, the temptation will 
be lessened by the standards of conduct that will be associated with 
the operation. 

Senator Doveras. I don’t know what the facts are, Mr. Cliffe, and 
certainly I have not even any assumption as to what the facts are. 
Suppose the investigations should develop (a), that 10 percent com- 
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missions are paid in voluntary employers’ funds, and (6), that there 
are kickbacks to company officials. 

Would you say that this is a proper field for investigation by the 
subcommittee—there is absolutely no assumption that this is so—and 
if it is found out that this situation does exist, would it create any 
presumption that this was a matter for disclosure? 

Mr. ome I would think that it is perfectly appropriate, sir, for 
your committee to investigate the so-called unilateral plans to see what 
the facts are that you can disclose by your investigations, and that if 
you find that the situations are comparable to the implications of the 
limited sample that you have taken of the negotiated plans, then you 
certainly are in a position to make recommendations to meet the sit- 
uation as it exists. 

But to decide at this moment that there is a need for a remedy, when 
you do not know that there is a disease, is hardly in keeping with the 
atmosphere in which we have been discussing this whole problem. 

Senator Dovetas. It is now 5 o’clock. We seem to be reaching an 
ironic conclusion. 

If there is no further discussion, we can consider ourselves ad- 
journed. But I do not want to shut discussion off before everyone has 
had his say. . 

Mr. Suetpon. I had intended, Mr. Chairman, to make just one 
comment about our feeling with regard to State versus Federal con- 
trols, a pretty important aspect of our entire study. 

While I recognize the hour is late, I would like very quickly to 
mention that. 

Our committee, which is a subcommittee of our association’s indus- 
trial relations committee, has looked very carefully at the whole prob- 
lem and considered particularly the question of where the controls 
should reside. Weare very much persuaded that in the final analysis, 
the respective State insurance departments are the agencies best 
equipped to handle the problem. We have noted, as I have already 
pointed out today, the need for improving the workability of the lan- 
guage in the provisions now in the Taft-Hartley Act, because section 
302 is inadequate. 

We, however, would urge that the States first be given an adequate 
opportunity to erect such controls as appear to be needed at that level 
before an effort is made by Congress to write a comprehensive Federal 
program. 

Senator Doveias. How much time would you say we should give? 

Mr. Suevpon. I would think in another year or so, the States would 

be in a position to pretty well tell us what they plan todo. Certainly 
that would be true of New York State, and I think the other States will 
go along in that direction. 
_ The important facet of this I want to mention is that we can get 
into a very confusing situation if the two work simultaneously the 
same year. It is very important, obviously, that the controls be made 
to mesh in some sensible fashion, and we think that can best be accom- 
plished if the States are given an adequate opportunity to act, and 
then the Federal pattern follows after that. 

Mr. CrurksHank. Mr. Chairman, this raises a very big question at a 
late hour. I will try to be very brief on it, at the cost of seeming to 
be rather curt in my method of presenting it. 
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There are two points. I am sure this committee would not wish 
to make any decision on the question of the proper level of Govern 
ment to handle this issue on any abstract ideological concept that it 
is better to handle things by States than the Federal Government. 

Senator Dovenas. Or the Federal Government rather than the 
States. 

Mr. CrurKsHank. Without looking into why. If you would go 
into that, we only say—and I will make this very brief—if you go into 
that business at all, we would urge that the whole question of the tie-up 
between State insurance commissions and the insurance industry be 
looked into very thoroughly. ‘That is very pertinent to the issue. 

Secondly, I will say that generally you would have to look into 
all of these matters of Federal versus State and not ignore the basic 
principle because it is one which is very, very important to all indus- 
trial workers. For the most part these plans affect industrial work- 
ers, not agricultural workers or workers in small towns. You can not 
decide the issue of whether it should be State or Federal, without look- 
ing into the very sad fact that industrial workers are not represented 
at State legislatures. That is a very important factor in this whole 
matter. 

I would say, therefore, that our position would be either go into 
this thing all of the way and measure the adequacy of State legis- 
latures to handle problems of this kind, take a measure of the rep- 
resentation of industrial workers at the State level, or leave the thing 
alone entirely. 

Mr. Currre. Mr. Chairman, I think we would be remiss if we 
adjourned without expressing appreciation of the way in which this 
committee has handled today’s session. I have not consulted with 
my confreres, but I am sure I am expressing their viewpoint in giving 
high praise to the way in which the discussion has been carried on. 

Mr. CruIKsHANK. We certainly associate ourselves with that point 
of view. 

Mr. Hogs. On that we are unanimous. 

Senator Doucias. I might say Mr.Allott and I have tried to be 
openminded in this matter, and I hope we are. May I say that your 
statement in this respect touches and pleases us very much. We shall 
try to be worthy of your trust, in the future. 

Senator Atiorr. I hope we will be. 

Mr. Barsasn. Mr. Chairman, before we close, I wonder if I could 
have my statement placed in the record in full. 

Senator Dovetas. That will be done. 

(The document referred to is as follows:) 





SUMMARY OF STATEMENT OF JACK BARBASH, CONGRESS OF INDUSTRIAL ORGANIZA- 
TIONS, BEFORE UNITED STATES SENATE SUBCOMMITTEE ON WELFARE AND PENSION 
Funps, 10 A. M., MoNDAy, MARCH 21, 1955 


“The CIO unreservedly welcomes every legitimate investigation of welfare 
funds and their administration. The CIO pledges complete cooperation in the 
firm belief that the pitiless light of publicity should fall squarely on those who 
betray their trust in the handling of welfare funds, whether these betrayers 
be union officials, corporation officials, or insurance company officials. The 
CIO pledges its cooperation to all legitimate efforts on the part of law enforce- 
ment officials to make certain that proper punishment is meted out to these 
malefactors. The CIO, furthermore, will not delay action to prevent or remedy 
abuses until the case has been formally established in the courts. Just as we 
did in expelling Communist unions, we will, in accordance with our own demo- 
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cratic processes, take prompt and effective action on our own initiative against 
financial corruption by union officials.” 

These statements have been taken from the report of the CIO standing com- 
mittee on etaical practices approved by the 16th Constitutional Convention of 
the Congress of Industrial Organizations. 

The proof that the CIO means business in this field is supported by the estab- 
lishment of the standing committee on ethical practices and by the vigorous 
action which the CIO has taken to root out corruption and dishonesty in the 
few instances in which it has come to light. 

What follows are the summary replies to the specific questions raised by the 
subcommittee in connection with this hearing: 


1. Comments and criticisms of the recent interim report of the subcommittee 

The subcommittee report is fairminded in exploring some of the major issues 
involved in the administration of welfare funds. We think that it focuses atten- 
tion on all of the major institutions. 

We do, however, have three major criticisms to make of the report: 

(a) The lack of awareness in the report that there are types of administration 
other than joint union-management, and that, indeed, these other types of ad- 
ministration—specifically, plans unilaterally administered by employers—may 
very well be more important numerically than are the union-management ad- 
ministered plans, and they undoubtedly cover a far larger number of employees. 

(b) The failure of the report to indicate the criteria used by the subcommittee 
in appraising the quality of administration of the 29 plans studied and, moreover, 
the inadequate factual support for the judgments reached with respect to each 
plan. Some of the practices characterized as reprehensible do not seem to be 
necessarily so on the basis of the facts provided in the report. 

(c) A general doubt as to the representative character of the cases studied and 
the method by which the specific cases were selected. This unrepresentativeness 
can give a misleading impression of the magnitude of the problem of corruption 
in the administration of welfare funds. 


2. What part does the employee welfare and pension plan play in collective 
bargaining? 
Welfare and pension plans play an exceedingly important part in collective 
bargaining and this importance is accentuated by the inadequacy or nonexistence 
of legislation in this area. 


8. Comments concerning the practical effectiveness of section 302 of the Labor 
Management Relations Act of 1947 as the principal statutory source of Fed- 
eral regulation of private employee welfare and pension plans 

Section 302 has not worked because there is a serious question in the first place 
as to whether it was a useful piece of legislation and really addressed itself to 
the really crucial factors involved in these situations where honest administration 
has broken down. 


4. What do these plans represent in terms of cost and employee coverage and 
what can be done by labor and management to stimulate real joint control 
and administration through a board of trustees or a joint board of adminis- 
tration to the end that the intent of Congress to prevent unilateral control 
of the funds may be effectuated? 

The intent of Congress as expressed in section 302 was to prohibit unilateral 
control of the funds by unions. This was apparently based on the assumption 
that only unions would abuse the administration of welfare funds if they were 
allowed to administer these funds unilaterally. Funds unilaterally administered 
by employers were thought to be beyond such vulgar temptations. We think 
that the problem of “real joint control and administration” is a subject which the 
subcommittee may want to explore further, but in our judgment it is best resolved 
by the parties through free collective bargaining. 


5. What are the views of the panel concerning the advantages of (a) bargaining 
for benefits on a level of benefit basis, and (b) bargaining for a cents-per- 
hour or percentage of payroll contribution to a jointly administered fund? 


The CIO as such has no views on this subject. Our affiliates engage in both 
types of bargaining and we question whether this issue is relevant to the scope 
of the inquiry. It is important to stress the point that we ought to preserve as 
much flexibility and fluidity in this still experimental field, and questions of this 
sort should be decided by the particular unions and managements in the light of 
their own particular circumstances. 
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6. What can be done to make certain that insurance company competition for 
this group business will be truly price or rate competition? 


The formulation of the question, we think, misses the main point. Price or 
rate competition is not the major problem. Competitive bidding solely on the 
basis of gross premium, for example, provides no necessary assurance of the 
greatest benefits for the lowest cost. Whatisa significant issue in this connection 
is the question of the status of unearned commissions. A major inducement 
to corruption would be removed if, as CIO has recommended, the prevailing State 
requirement for compulsory payment of commissions, whether earned or not, 
were eliminated. 

7. Comments concerning the practical effectiveness of the principle of complete 
disclosure to all interested parties as a deterrent to malpractice, mismanage- 
ment, and waste? 

(a) If this principle is to be adopted should it be at the State or Federal 
level? 

The CIO supports the principle of complete disclosure and has so acted in con- 
nection with its own internal regulations. This principle should apply to all 
employee health and welfare funds, whether jointly administered, union ad- 
ministered, or employer administered. 

The issue of legislation directed toward this end is still a matter of internal 
discussion within the CIO, and no official position has been taken on this subject. 
If the CIO should conclude that legislation is useful then it is my personal 
opinion that we would probably favor Federal legislation rather than State 
legislation. The collective-bargaining arrangements of our affiliates are pre- 
vailingly multistate in character and to subject health and welfare plans to 
the diverse regulations of 48 States would create unnecessary redtape. 


8. Would such a disclosure principle prove effective without, at the same time, 
granting authority to a Government agency to make periodic inspection and 
examination of the books, records, and accounts of all employee welfare and 
pension plans? 


We believe that the disclosure principle properly implemented would in itself 
provide a major deterrent against wrongdoing. We have not sufficiently 
explored the implication of inspection and examination to be able to make any 
intelligent judgment on this issue at this time. 

We think the subcommittee should expand the scope of its investigation, 
as the report recommends, to cover the types of administrative arrangements 
in health and welfare funds which were not treated in the interim report. 

We believe, too, that in line with the committee's grant of authority to in- 
vestigate the extent to which the interests of the beneficiaries are being protected 
it should look into the devaluation of the health and welfare dollar by excessive 
charges and fees on the part of doctors and hospitals. In this connection, too, 
the subcommittee ought to study legal roadblocks which obstruct experimen 
tation by labor and other groups With various voluntary programs in the field 
of medical care. Such practices can be as destructive of the interests of the 
beneficiaries as are the defalcations by corrupt officials of health and welfare 
funds. 


Senator Dovcias. We appreciate very much your coming because 
we know it means a sacrifice from your ‘business, and frequently wit- 
nesses before congressional committees are not alw ays treated wi ith the 
consideration that they deserve. 

But I want to say we are very, very grateful to you. Thank you. 

Senator Atnorr. I just wanted to say, gentlemen, that I echo the 
Senator’s remarks and I think that today has demonstrated very 
clearly that people can sit together with diverse views and still keep 
their minds on one thing, which is that we are looking for honesty 
and integrity in these funds. 

Thank you very much. 

(Whereupon, at 5:05 p. m. the committee adjourned, to reconvene 
at 10 a.m., Tuesday, March 22, 1955.) 
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TUESDAY, MARCH 22, 1955 


Unirep Strares SENATE, 
ComMITrEE ON Lapor anp Pusiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND Pension Funps, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:16 a. m., in room 
P-63, United States Capitol, Senator Paul H. Douglas (chairman), 
presiding. 

Present : Senators Douglas, Ives, and Allott. 

Also present : William A. Leece, chief counsel and staff director. 

Senator Doveias. The meeting will come to order. 

This morning we are considering the welfare and pension plans of 
the United Steelworkers and the Continental Can Co. 

Representing the United Steelworkers are Mr. James Robb, who 
is director of District 30 and chairman of the negotiating committee; 
Mr. Bernard Greenberg, representative of the insurance and pension 
department; Elliot Bredhoff, associate general counsel; and Murray 
W. Latimer, consultant. 

I wonder if those gentlemen would come forward and take seats. 

Representing the Continental Can Co. is Mr. Walter E. Klint, 
assistant industrial relations manager. 

I understand that Mr. McDonald, the president of United Steel- 
workers, has sent down a statement. Is it your wish, Mr. Robb, that 
that should be read, or that that should be filed and made a part of 
the record, without being read ? 

Mr. Brepuorr. Senator Douglas, if I may answer that, we would 
like, if it is convenient with the committee, to read Mr. McDonald’s 
statement. We believe it would be rather informative and provoca- 
tive. 

We do want to express our regrets that Mr. McDonald is unable to 
be here; as he indicated in his letter to the subcommittee, he had im- 
portant prior commitments which he was unable to cancel. 

He has delegated a rather large group to be here, and we don’t wish 
to leave the impression that inasmuch as we have a company repre- 
sentative here, we are engaging in any negotiating proposals. But 
we do want to extend our complete cooperation, and if there is any 
information, in addition to what we will present here this morning, 
that the committee feels will be helpful, we will do all in our power 
to obtain it. 

We would like to start our presentation by having Mr. Bernard 
Greenberg, the representative of the insurance and pension depart- 
ment of the United Steelworkers of America, read Mr. McDonald’s 
statement. 
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Mr. Greenberg was formerly with the War Labor Board, formerly 
a mediator with the Federal Mediation and Conciliation Service, and 
for the past 6 years has been doing insurance and pension work for 
the steelworkers’ union exclusively. 


Mr. Greenberg. 


STATEMENT OF DAVID J. McDONALD, PRESIDENT, UNITED STEEL- 
WORKERS OF AMERICA, BY BERNARD GREENBERG, REPRE- 
SENTATIVE, INSURANCE AND PENSION DEPARTMENT 


Mr. Greenserc. Senator Douglas and members of the committee: 
The United Steelworkers of America is a labor organization of some 
1,200,000 members. About half of these are employed in the basic 
steel industry; a relatively small portion are engaged in the basic por- 
tion of the nonferrous metal industry or in metal mining, while about 
45 percent are attached to a wide range of industries engaged in the 
fabrication of products from ferrous and nonferrous metals. 

Our first task as an industrial union, beginning in 1936, was the 
creation of a broadly based organization and the achievement of 
reasonable and equitable wages and conditions of employment. The 
problem of organizing was necessarily uppermost until the little 
steel contracts of 1942. Until 1947 we were preoccupied with keeping 
wages in line with constantly rising prices and with eliminating a 
multiplicity of wage rate inequities. 


THE DEVELOPMENT OF UNILATERAL WELFARE PLANS IN THE STEEL 
INDUSTRY 


During World War IT the companies with which our organization 
had agreements, like many others, established insurance and pension 
plans as a means of attracting and holding employees. These plans, 
almost without exception, were formulated and installed by unilateral 
action of the companies. 

Some of them required contributions from employees; many of 
them, however, were paid for wholly at company expense. There were 
many more insurance than pension plans. Insurance plans covered 
risks to which most employees were exposed every day. 

During the war no one wanted to emphasize retirement; rather, 
the aim was to induce employees to stay at work; not least, insurance 
was cheaper than funded pension plans. 

Our union’s concern with these plans began at the close of the 
demobilization period when questions arose about the continuance of 
the plans. In pensions there was another important factor which 
concerned the union—compulsory retirement. 

Compulsory retirement, even when nominally called for by the 
terms of a pension plan unilaterally established by the company, had 
not been enforced during the war years. After the war, however, 
certain employers began to try to compel employees to retire. 

Thus began the now famous Inland Steel case. Our union’s pro- 
test against the forced retirement of Inland employees who were 
qualified and wanted to keep on working was countered by Inland 
managemert with the claim that this issue, as well as anything else 
about a peusion plan, was not subject to collective bargaining. 
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PLANS NEGOTIATED BY THE STEELWORKERS 


About the same time that the Inland Steel case began in the spring 
of 1946, we were finding it possible to obtain agreements from many 
employers to make insurance plans part of collective bargaining 
agreements. Frequently the contract provision merely bound the 
company to keep the unilaterally established insurance plan in force 
during the contract term. 

By the end of August 1949 hearing on wages, pensions, and insur- 
ance before the Presidential Steel Fact Finding Board, the union 
had negotiated insurance provisions in 411 contracts affecting bar- 
gaining units with 180,000 members; 60 percent of the contracts 
affecting over 127,000 members provided for employer payments of 
all insurance costs, Only seven agreements with employers in the 
basic steel industry contained i insurance provisions. Among the top 
19 basic steel companies, only 2—relatively small ones- had Aas, 
contractual provisions. 

Developments in the larger basic steel companies moved more 
slowly. In 1947, the U nited States Steel Corp. agreed to partici- 
pate with us in a joint union-management study of insurance costs. 
That study was completed before the wage negotiations of 1948. 

But we were unable to conclude satisfactory insurance agreements 
or revisions with any of these compi unies in 1948. In addition, efforts 
were made by the W. W. Cross Co. to cast doubt on our legal right 
to negotiate insurance protection for our members. 

As concerns pensions, our challenge to Inland Steel on our right 
to bargain on this matter was sustained by the court of appeals near 
the end of September 1948; but, pending settlement of an appeal 
to the Supreme Court by the company, employers in general were 
unwilling to discuss pensions with us. Denial of certiorari by the 
Supreme Court in the Inland Steel case and a court of appeals de- 
cision upholding our position in the Cross case clearly established 
our legal right to b: again on both pensions and insurance before the 
1949 basic steel bargaining sessions began. 

Up to this point few insurance programs had been initiated by the 
union’s demands. Beginning with our basic steel bargaining pro- 
posals of May 1949, we have included in almost all negotiations where 
the contract was not closed on this matter, proposals for establish- 
ment of pension and insurance programs or for substantially im- 
proved benefits under plans previously established. 

Our proposals were not readily accepted. The basic steel industry 
contended that bargaining on pensions in 1949 was not permitted 
by the agreement then in effect. When this position was rejected 
by the Presidential Fact Finding Board and a strong positive recom- 
mendation for negotiation of noncontributory insurance and pension 
plans was made by the Board and accepted by the steelworkers union, 
the basic steel companies still refused to negotiate satisfactory agree- 
ments based on the Board’s recommendations. 

Only after a 6-week strike were we able to secure agreements with 
these companies containing what we considered minimum standards 
for pensions and insurance programs. Following the completion 
of agreements with the major companies, we were successful in in- 
corporating similar provisions in contracts with other employers 
covering the vast preponderance of our members. 
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Today over 90 percent of the members of collective bargaining 
units represented by us are participants in insurance benefit plans—— 

Senator Doveras. Mr. Greenberg, when you speak of “insurance 
benefit plans” you mean health and welfare ? 

Mr. Chesil If by “health and welfare plans,” you mean ex- 
clusively the benefits pertaining to life insurance, sick benefits, hos- 
pitalization, medical care and the like. We distinguish between our 
insurance benefit »Jans and our pension plans primarily because they 
are financed in different ways. . 

Senator Doveras. That was the next question I was going to ask 
you. You speak of this 90 percent being participants in insurance 
benefit plans. Are those insurance benefit plans under collective 
bargaining or do they carry over the original unilateral quality ? 

Mr. GreenserG. They are collectively bargained plans. The 10 
percent refers to the number of persons who are covered by such 
agreements. It is not intended to mean that of our members, only 
90 percent join. 

Cue plans in practically all cases have universal coverage of the 
employees in the bargaining units. 

Senator Dovaras. Then, in other words, these unilateral plans 
have been transformed into collective bargaining plans? 

Mr. Greenserc. Yes, they have. In that process, you might guess, 
they have become far more extensive plans than what they were 
5 or 6 years ago when they were unilateral plans. 

Today over 90 percent of the members of collective bargaining 
units represented by us are participants in insurance benefit plans, 
and over 80 percent are covered by pension plans formulated through 
separate collective bargaining negotiations between individual em- 
ployers and the United Steelworkers of America. 

As of the end of 1953, our union had insurance provisions in agree- 
ments with about 1,750 individual employers and pension provisions 
in agreements with about 700 individual employers. 

Tf it is of any interest, Senator Douglas, these figures were obtained 
through a study that we initiated in 1953 to prepare ourselves for our 
1954 negotiations. 

While there are differences among all of these agreements, there 
are some basic similarities. Under a typical insurance benefit pro- 
gram negotiated by the steelworkers union, the benefits are about. 
as follows: 

Life insurance for active employees, $3,500. We usually provide 
that the insurance will be continued in force with premium waived in 
the event employee becomes permanently and totally disabled before 
age 60. 

Life insurance for pensioned employees $1,250. We provide full 
insurance to age 65 if disabled between the ages of 60 and 65. 

Senator Doveias. May I ask there: Is this in addition to social- 
security benefits or are social security benefits deducted from this 
$1,250? 

Mr. GreensercG. This is in addition to the death benefit payable 
under social security. This is life insurance. There is a death bene- 
fit payable under the Social Security Act, but this is in addition to it. 

Weekly benefit while sick or disabled by accident is $40. In this 
year’s negotiations we have added a new benefit to our program 
which was not commonly contained in programs 
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Senator Ives. Is that in addition, may I ask, to any State laws pro- 
viding for unemployment or sickness insurance / 

Mr. GREENBERG. That is usually in lieu of such benefit. 

Senator Ives. In lieu? 

Mr. Greenserc. Yes. Inthe State of New York, for example, these 
benefits qualify as a substitute for the benefits provided under the 
New York State Disability Act. The $40 is the total amount to which 
the employee is entitled, and if he is entitled to workmen’s compensa- 
tion, that is subtracted from the $40, so that the difference only is 
payable. 

For example, in the State of New York I believe the benefit for 
workmen’s compensation is around $32 per week. That means that 
an employee who becomes sick or injured in a shop is entitled to an 
aid supplement under our program, so that he will receive $40 as will 
a worker who is injured or becomes sick on the outside. 

In addition to that, there is this important change, I think, that we 
have made this year 

Senator Ives. You do the same thing with sickness benefits, do 
you not? 

Mr. GREENBERG. Yes, we do. In New York there is a provision of 
the law which says that if you are injured in the shop, you are not 
entitled to a first week’s payment until you have been out for at least 
5 weeks, and then the first week’s payment is payable retroactively. 

However, under our nonoccupation rules, we provide for the first 
week's benefit for any injury. So we use that rule also for injuries 
which occur in the shop. 

So that every employee now will receive $40 a week immediately 
upon an injury. He has a waiting period, however, of 7 days if it is 
due to illness. 

Senator Ives. How did you arrive at the $40 figure ? 

Mr. Greenserc. Through collective bargaining. I do not think 
I could say that it is 

Senator Ives. I was wondering what its significance is. 

Senator Dove.as. It is about 50 percent of the wage, is it not, or a 
little less ? ; 

Senator Ives. It is a little more. 

Mr. Greenserc. I would say it is a figure that the union and the 
company believed was an equitable figure. 

Senator Ives. In New York we have always tried to keep our in- 
surance of that nature, unemployment and other insurance, so that it 
is 50 percent of the average wage paid in the State of New York, of 
those covered. 

Mr. GreenBerc. There I think you have the difference in the prob- 
lems between the State law and negotiations carried on by our union. 

The State law at, let us say, $32 or $33 may provide 50 percent of 
the average wages paid in the State, but it would not be 50 percent of 
the average wages paid to a steelworker. 

Senator Ives. That is right. 

Mr. Greenserc. So if we are to maintain any kind of standards, 
I think it is pretty obvious that we must maintain our own benefit 
levels and negotiate them on the basis of our own needs and expenses. 

Senator Ives. Our average in the State now is about $72. 

Mr. Greenperc. The average in the steel industry, I would suggest, 
at the present time is about $80. 
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The maximum duration for which sick and accident benefits are paid 
for each disability is about 26 weeks. As a hospital benefit we usu- 
ally provide the equivalent or full payment for a semiprivate room for 
both the employees and their dependents, and we usually pay all of 
the expenses incurred in the hospital, such as use of the operating 
room, X-rays, medicines and so on, up to 120 days, and we will provide 
a 10-day benefit for employees and their wives who are in a maternity 
state. 

In many cases the benefits are provided through Blue Cross, al- 
though commercial carriers also underwrite those provisions. 

As a medical expense benefit, we usually provide only payment for 
reimbursement of the cost of surgery during an operation. Very 
often that is provided under Blue Shield, as we will discuss in a mo- 
ment, or through commercial carriers. In some cases, as for example 
in Continental Can which you are about to hear described, we in addi- 
tion have a benefit payable to a physician for hospital services other 
than for an operation. 

The typical pension plan provides for pensions upon retirement 
for age cies 65 or over, or because of a disability which permanently 
prevents employment in any gainful occupation. The employee con- 
cerned must have completed not less than 15 years of continuous 
service to qualify for either type of pension. 

The typical monthly pension is one percent of the average monthly 
wage in the 120 months preceding retirement, multiplied by the num- 
ber of years of service, less a fixed allowance of $85 for social security 
after the employee attains age 65. The minimum pension for pen- 
sioners 65 or over cannot be less than $2 multiplied by the number of 
years of service, not over 30, minus $5. 

This means that employees with 30 or more years of service receive 
a minimum of $55 per month, and the amount is reduced by $2 per 
month for each year by which service is less than 30, down to $25 per 
month for employees having 15 years of service. 

Of course, these minimum pension benefits are in addition to social- 
security benefits. The minimum for employees retired for disability, 
so long as they are under 65, is $75 per month. At age 65 the disabled 
pensioner receives the same pension benefits applicable to pensioners 
for age. 

Senator Douglas, if it is of interest to the committee to understand 
the history of this formula, I think perhaps it is important to say this: 
In 1949 when we first negotiated the pension plan, we provided that a 
minimum pension for an employee with 25 or more years of service 
would be $100, including social security. 

In 1949 that meant approximately that $35 of the employee’s pen- 
sion came from social security, and the remaining $65 came from the 
companies. As a result of the amendments to social security in 1950 
and 1952, the situation was reversed so that instead of $65 coming 
from the company $65 came from social security. 

As you can imagine, as each of the amendments to social security 
occurred, the employees who found their company pensions reduced 
immediately felt aggrieved, and I think of course rightly so, because 
I think that the increases in social security were intended to reflect the 
increases in cost of living faced by retired people. 

That is why you find the type of formula that we have here today. 
At the present time an employee with 30 or more years of service re- 
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ceives a minimum pension from the company of $55 no matter what 
he receives from social security. Many of our sai if not most of 
our people, at the present time are rec eiving the maximum under social 
security of $98.50. In 2 years they will be able to go up to as much 
as $108.50—that is, those who retire in 2 years. 

To that pension benefit will be added the $55 that we have agreed 
in our agreements will be paid as a minimum by the company to em- 
ployees with 30 or more years of service. ; ened 

The $85 provision that we have with regard to social security is one 
that becomes effective in the application of our so-called 1-percent 
formula. The 1-percent formula is an effort to make pensions reflect 
in the case of extremely long-service employees or employees of rela- 
tively high wages, a correspondence between their pension and what 
they were earning in the last years of their employment. 

So you find, for ex: imple, that an employee with 40 years of service, 
who is not an uncommon SPITS, by the way, in the steel industry- 
because our average service at retirement in the steel industry is about 
35 years—is entitled to 40 percent of his average earnings during the 
last 10 years of his employment, less $85, whic +h we use as the approxi- 
mate value that we want to assign to social security benefits. 

Senator Dovenas. If he had only worked 35 years, and it is 1 per- 
cent of the earnings each year multiplied by the number of years, how 
would it be 40 percent ? 

Mr. GREENBERG. In the example I used, I started out with an em- 
ployee w ith 40 years of service. The 35 I cited as the average length 
of service. But an employee with 40 years of service would be entitled 
to 40 percent, 1 percent times 40, 40 percent of his average earnings in 
the last 10 years prior to retirement. 

In the case, for example, of an employee who is earning an average 
of let us say $400 a month, 40 percent of that would be $160. $160 less 
$85 is $75. 

That obviously is more than $55. So that is the payment that that 
employee would be entitled to. If, of course, by that calculation his 
pension calculated out to be less than $55, the $55 minimum would be 
the applicable amount. 

The typical steelworkers pension plan provides that age retire- 
ment is voluntary on the part of the employee. There are provisions 
for adjusting the computation of average earnings to take account 
of absences due to layoff, disability, or union business. Once a pen- 
sioner retires, his pension is payable for life. No employee makes 
any contribution toward pension costs. 

In describing “typical” insurance and pension benefits, I want to 
emphasize that the benefits of our steelworker plans are not uniform. 
Tn insurance plans covering a majority of employees affected, life- 
insurance amounts differ for employees in different wage classes. The 
range is from $2,500 to $5,500 in some of the companies, but wider in 
some cases and narrower in others. 

In still other cases, the life-insurance amounts are the same for all 
employees in a bargaining unit; such uniform amounts are not usually 
less than $2,500 or over $4,500. There are also differences in the pro- 
visions for life insurance for retired employees. 

Sick and accident benefits do not vary as much as life-insurance 
benefits. There are only a few exceptions to the rule that all the 
members of a particular bargaining unit are entitled to the same 
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weekly benefit amount, and the departures from the “typical” waiting 
aoe and duration are fewer still. 

A substantial number of insurance plans furnish hospital benefits 
through commercial insurance companies providing indemnities 
rather than through Blue Cross, which provides service benefits; 
and local Blue Cross plans may have benefits which are not identical 
with those described im as typical. 

Insurance indemnities usually run from $10 to $15 per day for bed 
and board, maximum durations are now usually 120 days, and the 
allowances for extras vary. Surgical benefits are provided through 
commercial insurance contracts more frequently than is true for hos- 
pitalization ; and while the fee schedules usually specify a $200 maxi- 
mum, there are some which reimburse larger surgical charges, and a 
few—mainly those negotiated for 5 years late in 1950 or in 1951— 
with lower maxima. 

In addition to these basic insurance benefits, some plans provide 
for optional benefits to be paid for entirely by those employees who 
elect such benefits. Thus United States Steel Corp. bargaining unit 
employees may subscribe for term life insurance of one-half of the 
amount to which they are entitled under the basic insurance plan. 

In other plans, the basic plan itself includes benefits in addition to 
the “typical benefits” previously outlined. The most common addi- 
tional benefits are those covering visits of a doctor to an employee or 
dependent, confined in a hospital, and benefits payable in event of 
accidental death, in addition to the regular death benefit, or dismem- 
berment. 

Moreover, the following benefits are found in some of the plans 
negotiated by the steelworkers union: (1) Life insurance for de- 
pendents; (2) pay out of life insurance in event of permanent and total 
disability ; ant (3) medical benefits covering (a) visits to the office 
of a doctor or to a clinic, (6) visits of a doctor to an employee’s home, 
(c) laboratory and diagnostic fees, or (d) cost of polio or other 
dread diseases. 

The main variation in the pension field has been the omission of any 
pension formula related to compensation, so that the amount of pension 
is fixed solely by years of service. All employees with the same length 
of service receive the same pension from the employer. In the plans 
of some companies, principally among the smaller ones, disability pen- 
sions are not Seonbtall 

May I at this point emphasize the fact that, although we have been 
describing the typical plans, there is a very wide variation in the details 
of all our plans, because each plan is individually negotiated. We do 
not, for example, negotiate a plan which automatically covers the 
United States Steel Corp., the Bethlehem Steel Corp., J. & L., Repub- 
lic, Inland,and soon. Each of those companies engages in individual 
collective bargaining. For that reason you will find very great differ- 
ences in details in each of the plans, although of course the union does 
attempt to meet minimum standards in each of its plans. 

Similarly, in our pension plans, you will find differences in contract 
provisions, although there we are able to achieve far greater uniformity 
than we are in our insurance plans, because the usual pension plan 
provides merely for benefits, with the employer meeting the cost of 
those benefits. Very frequently, most frequently, in the overwhelming 
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majority of cases as far as insurance plans are concerned, we operaté 
within the limitations of fixed cost figures. 

That is, we have 9 cents an hour to work with or we have 160 hours 
per month to work with. Those matters will be described in some 
detail later on in the statement. 

Senator Doveias. Mr. Greenberg, on page 8 you say: 

The main variation in the pension field has been the omission of any pension 


formula related to compensation, so that the amount of pension is fixed solely 
by years of service. 


But on page 6 you say: 


The typical monthly pension is 1 percent of the average monthly wage in the 
120 months preceding retirement. 

Mr. GREENBERG. So it is, and that is another phase of the problem of 
individual collective bargaining. In the basic steel industry, I believe, 
without exception every pension plan provides for the applications 
of this 1-percent formula. However, when you get into smaller fab- 
ricating companies, the problem of calculating a benefit based upon 1 
percent of the years of service creates a very difficult problem to the 
employers because it involves actuarial assumptions as to the movement 
of wages in the years to come. 

A smaller employer is more prone to have wider fluctuations in 
employment and in his business activities than is the larger company. 
For many good reasons we feel that we cannot negotiate percentage 
of pay formulas with these smaller companies. Therefore we attempt 
to fix the benefit on the simplest possible basis and on the basis that 
will leave the employer a sacanmuni formula on which he can figure 
his costs on a relatively fixed basis over a long period of years. 

That is why you will find that the main variation in pensions, par- 
ticularly among the smaller employers, is the omission of this 1- 
percent formula. 

Senator Doveitas. What would be the typical formula in these 
smaller fabricating plants? 

Mr. Greenserc. Perhaps I might say there are two main trends. 
One would be to provide only the $55 minimum previously described— 
that is, just simply eliminate the 1-percent formula. 

The other would be a formula which provides some multiple of $1 
a month for each year of service. Thus an employee with let us say 
15 years of service, if we were able to negotiate $2 a month, would get 
$30 a month. An employee with 25 years of service would get $50 a 
month, and so on, perhaps up to some maximum—say $60 or $75. 

Senator Dovewas. That is in addition to social security ? 

Mr. GreenBerc. In addition to social security. 

Senator Dove.as. In the smaller fabricating plants, the plans are 
outside of the social-security system ? 

Mr. Greenperc. Yes, sir; as they are now, and the minimum pro- 
vision is provided in the basic scale. 


FINANCING OF INSURANCE AND PENSION PROGRAMS 


Under insurance agreements negotiated by the United Steelworkers 
covering most of our members, a cost of 9 cents per hour is specified, 
one-half to be borne by the employer and one-half by the employees. 
The cents-per-hour contributions of employees is always translated 
into fixed monthly amounts. Employees in active service contribute 
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an average of about $7.50 per month, employees with dependents 
usually paying more and single employees less than average. There 
are some plans in which the contributions are the same for all em- 
ployees. The “typical” average contribution of $7.50 per month may 
vary from $6 to $11. 

There are some insurance plans, one of which is to be examined here 
in detail, in which the employees make no contributions, the com- 
pany defraying the entire cost. That is, of course, the Continental 
Can Co. , 

The employer obligation in the major contracts is 4.5 cents for 

each hour worked by each employee in the bargaining unit covered by 
the plan. There are some ahend in which the pi tyment of 4.5 cents 
per hour is converted to a fixed dollar amount (frequently totaling 
$81 or $85.50 per annum) on the basis of an agreement that estimated 
annual hours to be worked will be 1,800 or 1,900 or some other figure, 
irrespective of hours actually worked. 

Senator Doveias. Mr. Greenberg, I do not want to keep checking 
you up on your arithmetic, but it is necessary to an understanding of 
these plans. You say that the worker contributes 414 cents an hour 
toward the insurance plans. I beg your pardon. It would be about 
165 hours per month. 

Mr. Greenserc. You touch on a very complicated problem, as I 
think you will find most of these problems are. But this one is of a 
particular complexity. We have an agreement that provides that 
the companies will pay 414 cents an hour and the employees 414 cents 
an hour. 

Unfortunately we cannot convince any insurance company to sell us 
insurance on that basis. They want a fixed premium payment per 
employee per month. But if you operate on a cents per hour basis, 
you are obviously operating on a fluctuating basis. 

To avoid the fluctuations as best we can at a minimum, we provide 
that the employee contribution will be fixed. As you say, where we 
fix it on the basis of approximately 2,000 hours a year or about 166 
hours a month, the employee contribution is fixed at an average of 
$7.50, more or less, depending on whether you have dependents. 

But so far as the company is concerned, unless we can get an agree- 
ment for them to translate that cents per hour figure “into a fixed 
monthly contribution in the same fashion as the employ ee does it, 
then we have to worry with the variations which are due to levels of 
employment, which are due to the number of people who are absent 
from 1 month to the next and for reasons over which we have no 
control whatever. 

You can imagine the difficulty we sometimes have sitting down in 
let us say September of 1954, trying to predict what our income will 
be through September of 195 D, ‘particularly when you view in your 
mind the fluctuations that have occurred in the steel industry since 
that period. 

Senator Doveias. There were fluctuations in the steel industry ? 

Mr. GREENBERG. Quite radically. 

Senator Doveias. Some of my associates denied that fact. 

Senator Ives. I haven’t said anything. 

Senator Dovetas. No, I have not said that you have, but I say some 
of my associates have denied that fact. 
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Mr. GreenperG. In a few cases the employer contribution is a 
monthly amount for each employee in service during the month; in 
still others the employer pays whatever is required, in “addition to con- 
tributions, if any, made by employees, to provide the insurance benefits 
agreed upon. 

The typical pension agreement provides that, as a minimum, the 
employer will , mba in the pension fund an amount sufficient to as- 
sure the payment of pensions awarded during the term of the contract 
for the remainder of the life of the pensioners. In a few cases, how- 
ever, the determination of the amount of contribution to be made by 
the employ er is left solely to the decision of the employer. 

In certain cases the contribution is fixed in terms of cents per hour 
just as in many of the insurance agreements, while in a few cases the 
amount to be deposited is determined by the amount, the conditions 
of award and other terms relating to pension which the employer is 
committed to provide. 
ADMINISTRATION OF INSURANCE AND PENSION PLANS 
One of the fundamental principles to which the United Steelworkers 
has adhered in the negotiation of insurance and pension agreements 
has been that of employer responsibility for administration. If the 
employer is committed to contribute a specified number of cents per 
hour for insurance, for example, his contributions, along with those 
of employees, are made to a fund managed by the employer for the 
sole benefit of the employees, in accordance with the terms of the in- 
surance agreements. 

Senator Ives. You like that system better than the dual system ? 

Mr. GreenpercG. Yes, sir, we very definitely do. As I think I will 
describe in a few minutes, I think we have had excellent results with 
it. 

The basic insurance agreements fix the contributions to be made and 
the duration of the insurance program. Supplemental agreements 
specify the detailed benefits of the plan, specify the fixed monthly 
amounts of employee insurence contributions deemed to be the equiva- 
lent of the cents per hour, and set forth the arrangements for handling 
life insurance for retired employees. 

These supplemental agreements also provide for periodic reviews 
of the program by the parties and for such adjustments in the pro- 
grams as may be necessary or desirable, within the limits set by the 
basic insurance agreement, that is, the monetary limits set by the basic 
agreement. 

For example, at United States Steel, under the insurance agreement 
of 1949, the basic contributions were agreed upon for a period of 5 
vears, but because of early favorable experience the benefits were ex- 
panded before the second anniversary of the agreement. Later, ex- 
perience became unfavorable when a slump in steel Sore occurred 
beginning at the end of 1953. Rather than reduce benefits, the em- 
ployee contributions were raised under a 1951 supplemental agree- 
ment fixing the amount of the minimum contingency reserve. 

Sometimes the agreements specify that for the management of the 
insurance and pension programs the employer will use a board, per- 
haps already in existence, perhaps specially created. 
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Union representatives do not sit on these boards. If the compo- 
sition of the employer administrative body is mentioned at all, such 
mention will involve, as in the Bethlehem Steel agreement, a stipula- 
tion that only employer representatives will serve. 

Senator Ives. Have they been reluctant to do so? 

Mr. Greenserc. No, sir. I think that that has been a matter of 
complete agreement between ourselves and the companies. I might 
at this point state possibly two reasons why we think that is a very 
successful arrangement. 

First, much of the administration of these plans involves personnel 
matters, industrial relationship between the company and the em- 
ployees. In the matter of pensions there is a matter of fixing the 
employees’ continuous service, which is a matter of personnel records, 
his earnings. In the payment of claims there is a matter of the em- 
ployee bringing in his claim form to be O. K.’d either by his foreman 
or by some clerk in the insurance office or at the plant gate or in the 
plant office. 

Obviously all of these matters for administrative efficiency have to 
be handled in the plant. We do not have any choice where you have 
a plant, as we frequently do in the steel industry, employing better 
than 10,000 employees. We have plants that employ as many as 
20,000 employees. 


Senator Doue.as. In other words, the employer has the records and 
you do not. 

Mr. Greenserc. Right. We do not want to duplicate forces. 
There is no point in our having someone O. K. these claim forms when 
that matter can be easily done by a clerk who handles other problems 
in the personnel office. 

Senator Dove.as. Just a minute. And since the contributions are 
— is no incentive to the employer to oppose benefits; is that 
right ? 

Mr. GREENBERG. We have differences of opinion. 

Senator Dove.as. Or little incentive. Not as much incentive. 

Mr. GreenBerc. Let me say this. I would not want to give you 
the impression that there are not administrative costs involved in 
this thing, because there are. Obviously when you administer a pro- 
gram as large as this one, you are bound to meet new problems and 
new conditions and require new personnel. In 1949 we provided 
that we would reimburse the employer to the extent usually of about 
$2 a year per participant in the program for those expenses. 

Very often, by the way, that meant that the employer would pay 
the actual benefits. He would have a draft book on the insurance 
company and he would have the rules under which the insurance 
company would operate, and he would draw a draft on the insurance 
company to pay the employee directly. 

There was a considerable saving therefore in the administrative 
costs that otherwise would have been payable to the insurance com- 
pany. In 1954 we succeeded in providing that the employer would 
no longer charge the program for that service. At the present time 
the same services are provided by a specific provision in our agree- 
ment, but no charge is made to our program for those services and the 
employer pays the entire cost—as he does, may I say, for the adminis- 
tration of any other phase of our collective bargaining agreement. 
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He administers the pension provisions, he administers the vacation 
provisions, he administers the job valuation programs. Of course all 
of those things require personnel, and it is our view—that is, the 
union’s view—that it ought to be no different in our industry with 
regard to insurance. We feel that that is a legitimate cost of per- 
sonnel administration. 

The second reason, and perhaps a more important reason from our 
point of view, the United Steelworkers’ point of view, Is the fact 
that we think that that is an integral part of our collective bargaining 
agreement, involving decisions by the employer as to the rights of 
employees. ; : ie 

It very often happens that there is a difference of opinion between 
the employee and the company. We think that we ought not to be 
responsible for the making of that initial personnel decision, that 
that is a decision that is properly a management function and that 
it is a function of our union to take up grievances and to pursue them 
until we get a satisfactory conclusion of that grievance. 

We do not think it is right, for example, that our union ought to 
participate in the denial of sick benefits to an employee. We think 
that that isa management function or an insurance company function. 
The decision having been made, if it is correct, of course stands. If it 
is incorrect, we want to preserve the right to protest and to handle it 
as a grievance in order to protect the employee's rights. 

Senator Doveras. Does that save you from some internal strife, 
also? 

Mr. GreenBerc. I think so, sir. We think also it is a lot cheaper. 

The contracts to provide the insurance benefits are always between 
the employer and the insurance carrier. Claims for insurance bene- 
fits—except service benefits—are always filed with or through the 
employer. In most cases the insurance claims are, as a practical mat- 
ter, processed by the employer under an arrangement with the insur- 
ance company. Applications for pensions are filed with and processed 
by the employer. 

This, of course, does not mean that the union is not interested in 
proper and efficient administration. On the contrary, each of our in- 
surance and pension agreements establishes a joint insurance and 
pension committee to receive reports on and to review the operation of 
the programs periodically. 

With your permission, Mr. Chairman, after we have concluded the 
statement, I would like 'to ask Mr. Latimer to discuss briefly with you 
some of the reports we have received, the type of reports we receive, 
and the sort of information that we have in our files in some random 
cases, 

It has to be random, because we did not have much time to look 
around, 

The joint committee also advises on the formulation of supple- 
mental agreements spelling out the details of the plans where the 
primary agreement itself does not specify the benefits, and in general 
plays an important part in the formulation of policy with respect to 
each program. 

In addition to the joint committees, the union is, of course, inter- 
ested in seeing to it that its members receive all the benefits to which 
they are entitled under the agreements. To this end, the pension 
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agreements provide for appeals with respect to the major differences 
which arise between applicants for pensions and the employer. 

ee for differences as to the existence or continuance of disa- 
bility, the appeals are normally handled through the regular grievance 
procedure or its equivalent, beginning at the stage at which the inter- 
national organization usually participates and continuing through 
the impartial arbitration machinery. 

The reason for that is that it wouldn’t make very much sense for us 
to pick up a grievance involving pensions with formula. Obviously 
that is handled in the central office of the company, so we usually 
provide that about our fourth step we begin the grievance procedure. 

Questions relating to the existence of permanent and total dis- 
ability are handled by a panel of physicians under a special arbitra- 
tion arrangement. 

Senator Doveias. Have you had much trouble on that issue as to 
whether or not a person is permanently and totally disabled ? 

Mr. GREENBERG. To my knowledge we have had 1 arbitration in 5 
years on that subject. We have had some differences of opinion and 
we have discussed them. But I would say that the administration of 
that program has been an enormous success, and probably for this very 
simple reason: The majority of our disabilities occur after age 60; not 
much more than 50 percent, but it is the larger number. 

That means that what has happened is that the employees who are 
approaching the retirement age of 65 for normal retirement, either by 
heart disease or some other reason have found it impossible to con- 
tinue to 65. They are employees often with 30 or 35 years of service. 
So our disability pension mainly covers the gap between when a man 
may be worn out completely and physically, and when he is entitled 
to his normal pension. 

In that case you are not going to get any argument as to whether a 
man is entitled to a pension. Very often, as a matter of fact, the 
problem is the reverse. The company has to appeal to the union to 
talk to this man because he really should not be working any more, but 
he wants to continue, and they ask if we can find some way of retiring 
this man. So there is no doubt in my mind that in most cases the 
decision is an amicable one, reached among all parties on the basis 
of the information. 

As to the younger ages again, certainly it is difficult to believe that 
any person who is attempting to raise a family is going to go off ona 
$75-a-month pension when his weekly wages are in excess of that 
amount. 

So I would say it is unlikely that we are going to have, at any time 
in the future, a large number of differences. 

Because the insurance benefits are underwritten by a commercial 
carrier in the case of life and sickness and accident benefits, and by 
either a commercial carrier or Blue Cross or Blue Shield in the case 
of hospital and surgical benefits, the usual grievance. procedure is, of 
course, not applicable. 

However, the joint committees or representatives of the union and 
of the employers frequently join in handling claims problems with 
these carriers. 

T am happy to be able to report that, with infinitesimal exceptions, 
we believe the procedures provided in our agreements have enabled our 
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members to receive all the benefits to which they have been entitled 
under the terms of our agreements. 
COST OF ADMINISTRATION 


OF INSURANCE FUND 











More than 5 years of experience with the operation of the pension 
and insurance programs on a very wide scale in our industries con- 
vinces me that the administration patterns developed have been ex- 
tremely effective. We do not believe that any other conceivable 
arrangement for the administration of our agreements could have pro- 
duced as low an operating cost as we have experienced. 

As one illustration, I present a statement, prepared by our experts, 
of insurance costs of five basic steel companies for the third and fourth 
insurance years under our agreements. Data for the fifth year are not 
as yet complete. 

In these 2 years, they are therefore not the 2 most recent years, for 
the 5 companies the total cost of benefits and of administration ran toa 
little more than $100 million, an average of about $112 per employee 
per year. The total administrative cost in these 2 years, including 
insurance company charges for additions to contingency reserves 
which are not reported on separately by all the carriers—and which 
ure not, strictly speaking, operating costs—was slightly under 10 
percent of the aggregate of benefits and administration costs, 

That figure is normally included in the retention figure, that is, the 
figure that includes your administrative cost, because it is a figure that 
will be retained permanently by the insurance company in the event 
the contract is terminated, although as we say, it is not strictly speak 
ing an administrative cost, it is a cost which we cannot hope to 
recapture. 

Of this what may be called fund expense—that is the actual cost 
of running the program, administrative cost of funding the program 
unounted to 2.1 percent of such aggregate. Effective November 1, 
1954, this fund expense is no longer charged against the insurance 
fund but is being absorbed by the employer. 

I wish to emphasize that these are the totals of all administrative 
costs. In the recent New York State survey of union health and wel- 
fare funds it was found that the operating expenses of funds with 
benefits insured or partially insured ran to 6 percent of the total con- 
tributions to the fund, while in the fully self-administered plans these 
costs were 9 percent of the total contributions. 

Senator Atiorr. May I interrupt you, please. Fully self-adminis- 
tered—do you mean that is the same as fully self-insured ? 

Mr. GREENBERG. Since that statement has been prepared by Mr. 
Latimer, I would ask if he would be good enough to answer that 
question. 

Mr. Latimer. The first is the 6 percent, which relates to the funds 
in which the benefits are insured or partially insured, and the second, 
the 9 percent, refers to those plans in which none of the benefits are 
insured. That is, they are paid directly out of the fund, self-adminis- 
tered. 

Senator Atiorr. That isa self-insurance, then ? 

Mr. Latimer. Self-insurance; yes, sir. 

Mr. Greensere. In the case of fully self-administered plans, total 
operating expenses as a percentage of the total benefits and operating 
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expenses were about 17 percent, which is the figure i to be 


compared with our 10 percent. 


The 6-percent figure 


or the insured 


and partially insured funds referred only to the expenses of the 
funds and omitted entirely the expenses of the insurance companies. 

By deduction from figures included in the report, but nowhere 
explicitly set forth, insurance company operating expenses must have 
been, at least 15 percent of the total benefits and operating expenses of 


the insurers. 


The total expenses of administration of the insured and 


partially insured funds must have been at least 21 percent of the total 


of their benefits and expenses. 


By any measurement the operation of 


the insurance funds in the steel industry has been conducted on an 


exceedingly economical basis. 
to which I have Just referred 
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3d insurance year (1952) 


Amount 





. : | 
Claims incurred: 
Insurance company. - 








Percent of 





The detailed figures for the five funds 
are given in the following tabulation: 


4th insurance year (1953) 


Amount 


| Percent of 
(thousands) | grand total |(thousands) , grand total 




















$26, 243 | 53.0 $26, 247 51.6 
Blue Cross and Blue Shield. 18, 648 | 37.7 19, 489 38. 3 
PN ed cra ober ses cian 44, 891 | 90.7 45, 736 | 89. 9 
Expenses, taxes, and contingency reserves: 
Insurance company. ; ‘ 1,483 | 3.0 1, 658 3.3 
Blue Cross and Blue Shield _ d , na 2,090 | 4.2 2, 398 4.7 
Employer ' 11,045 | 2.1 | 1 1,089 2.1 
a i el a ld he ok 4, 618 9.3 5, 145 10. 1 

Grand total, claims incurred, expenses, taxes, and 
Gl eee eee 49, 509 100.0 50, 881 100. 0 

i 
——_———_—_—_—_—_—_—_—_—=—<=[==$$==£=————————————————————————————————E 
1952 1953 
Average number of employees covered: 

Active. ; nie Sa 443, 000 452, 000 
i a i ace ee ee a al et el 9, 250 13, 100 


1 These amounts were charged against the insurance funds to reimburse the employer for costs incurred in 


administering the insurance programs. 
by the funds for such expenses. 


Beginning on Nov. 1, 1954, employers are no longer being reimbursed 


For the first 5 years of our insurance contracts the total expenditures 
for benefits and administrative expenses averaged about $90 million 


a year. 


Under the new agreements, which began to operate on No- 


vember 1 last, these expenditures will probably average between $140 


million and $150 million annually. 


PENSION FUND CONTRIBUTIONS AND EXPENSES 


The contributions for pensions made by employers in the steel in- 
dustry have averaged more than $200 per covered employee per year. 
A precise statement on this point is made difficult by the fact that a 
company like United States Steel Corp. or Bethlehem Steel Cor 
operates a single trust fund to which contributions are made not sale 
for its employees represented by the United Steelworkers of Amer- 
ica but also for its other employees, including the officers. 

The actuarial calculations underlying the contributions of these 


great companies are predicated on the aggregates for all their em- 
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ployees, irrespective of affiliation or nonaffiliation with any particular 
labor organization. For a group of important companies the contri- 
butions for pensions r may be summarized as follows: 





Companies reporting contributions to 
pension funds or insured pension plans 





Employees 


Year covered Average an- 
Si : , f ol ul we nSIO 

(thousands) Number of Amount of | nual pension 

contributions contribution 


‘ Ms Ss 
companies (thousands) | per covered 


employee 





















Bch cs tbeaketbetekmapaaten ‘ ” mien 575.8 5 $18.7 | $32 
SE ths oe chide bh damedelepukehrebemined 567.7 5 28.4 5 
PE catevecsndendeosnsewsans canes acta la 573.3 7 148.8 260 
UE cattenisdasAdedibceegncebhes simtabded 608. 2 7 145. 5 239 
Bb onpédknnbndatitenacnbnnm nai sas eeEpie 602. 2 7 127.2 211 
ence nedlandegs icitiataielns tae SeRoucaemeatiadh 615.3 7 170.3 277 
3 companies report ing 1950-5 
einint dint aap iidtn Orpen iene aries 100. 8 21 12.7 104 
il 2d bck nip tienda sidbbbdan een 110.5 29 19.8 | 179 
SE etkdenhhndeande stem bavorttninteesneiet 112.3 36 19.8 147 





You will note that in 1949 prior to our negoti: ations, there was an 
average contribution per employee annually of $32. By 1953, the cost 
had risen to $277, and of course we have no al at this moment 
as to what the cost will be for the pensions provided under our new 
plan, which became effective on November 1, last year. 

Senator Doucias. You mentioned seven companies. I assume that 
means the Big Seven, so-called ¢ 

Mr. GreenserG. Mr. Latimer, would you be good enough to answer 
that question ? 

Mr. Larimer. Yes, that includes United States Steel, Bethlehem, 
Republic, Jones & Laughlin, Inland, Youngstown—excuse me, it does 
not include Youngstown. 

Senator Dovueias. National ? 

Mr. Latimer. No, sir. These are only the contracts—National in 
part has a contract ‘with United Steelworkers, but it is not for the 
major part. These are only the contract comp: nies. 

Mr. GreenserG. The table below is also interesting because I think 
it gives you an indication of the wide differences in the method of 
funding among 43 companies under contract with the Steelworkers. 
There are six who are on a pay-as-you-go basis, as you can see. There 
are at the other end of the scale 7 w ho have been making an average 
contribution of over $200 a year per employee. 

















| Average an- 
Average annual pension contribution per covered employee | Number of | 4¥erage em- | nual pension 
1950-52 companies | Ployees cov- | contribution 
; ered in 1952 | per covered 
employee 
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None (pay as-you- 9°)... Sel ce cia gde bdeee se eediiets 6 15.3 0 
Under $12.50___- a keuwdaeuee gaat dbo 2 3.4 $10 
$12.50 and under $60_- chine meatpia tates bes 4 5.2 40 
oo Ll eee eee 6 53.8 67 
$80 and under $100____..-.-------- abstinent : 7 17.9 88 
Re hh cg chrnsdends acer apcamtabuedy « 4 22.7 115 
See OE I ss one ee nce scinewen Pace acpi 4 166. ¢ 126 
ot ee ees eee ees 22.7 186 
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The bulk of the pension contributions is paid into pension trusts 
created and administered by the companies. Frequently the trustee 
and investment agent for the pension trust is a corporate trustee. 
Sometimes, as in United States. Steel Corp., there is a corporate trust 
created by the company itself; in some cases there are individual 
trustees. , 

There are perhaps 75 companies with about 75,000 employees in 
bargaining units represented by the United Steelworkers of America 
where the pensions called for by your agreements are provided by the 
companies through insurance carriers. ' 

The pension trusts usually bear a very small administrative cost. 
This is to be expected for the great companies with trust funds run- 
ning into the hundreds of millions, but it is no less true of the smaller 
trusts. For example, we secured reports last year from 25 trusts, 
ach covering fewer than 1,000 employees. 

The contributions to these trusts in the first 3 years of operation 
totalled $2,400,000. Only 8 of the 25 companies had any charges 
against the trust funds for administrative expenses, and the total of 
these charges for the 3 years amounted to only $10,000, 

In addition to these reports, there were reports from 15 companies 
whose trusts each covered from 1,000 to 12,500 employees. Contribu- 
tions to these 15 trusts for the first 3 years of their operation amounted 
to $31,800,000. The administrative expenses charged in the 3 years 
against these trust funds were a little less than $9,000. 

In neither case do the expenses charged against the trust fund rep- 
resent the total administrative expenses. We believe these expenses, 
however, to be small. 

We believe that the administration of insurance and pension funds, 
with the employer taking the responsibility for administration, has 
been demonstrated to be both effective and economical. 


SELECTION OF CARRIERS 


With one major exception, primary responsibility for the selection 
of an insurance carrier has fallen upon the employer. That carrier 
usually has been the insurer for the plan in effect before the union 
agreement. The exception arises from the firm policy of the union to 
use health agencies providing service benefits to the greatest extent 
practicable. 

We have favored Blue Cross over commercial insurance carriers, 
and on occasion we have obtained agreements from employers to dis- 
continue insurance indemnities in favor of Blue Cross and, where serv- 
ice benefits are provided for a major fraction of the employees, in 
favor of Blue Shield. 

Senator Doveias. Mr. Greenberg, in cases where there was not a 
previous sickness benefit plan or a private insurance carrier, but 
where this has been provided for the first time by collective agreement, 
have you ever tried to provide that the insurance shall be carried by 
Blue Cross ¢ 

_Mr. GreenserG. Yes, sir: we have. In addition, we have discon- 
tinued coverage with commercial carriers in favor of the Blue Cross 
where we have felt that the Blue Cross benefit was superior to that 
offered by the commercial carrier. That has happened quite fre- 
quently. 
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It has happened quite frequently, and I believe that Mr. Fitzhugh 
will agree with me that there has been a considerable change in the 
thinking of the insurance companies on the question of providing 
the full cost of a range of services in the hospital. 

In fact, Mr. Fitzhugh’s company, Metropolitan, has recently ob- 
tained a contract in two companies with which I have negotiated be- 
cause he was agreeable to underwriting the full value of the hospital 
benefits that we wanted. 

Prior to this year, I would say it was either very unusual or ex- 
tremely difficult to get a commercial carrier to underwrite full service 
benefits. That is why we have always favored the Blue Cross where 
ever we were able to. 

Senator Dovenas. This is not the standard policy of Blue Cross, is 
it? You have been able to get a special policy ¢ 

Mr. GreenserG. That is right. That results from our needs and 
our 1949 negotiations. In 1949 we negotiated for the first time on a 
company wide basis with such companies as United States Steel, Beth 
lehem Steel, and Republic, who have plants all over the United States. 
Of course we wanted to have uniform benefits for all of our members 
throughout the United States. 

That is a very difficult matter, I might say, if you attempt to do it 
by indemnities. Of course, for example, in Birmingham, Ala., the 
costs of providing for a private room are considerably different from 
what they are in let us say Buffalo, N. Y., Gary, Ind., or in San Fran- 
cisco. 

So it was naturally our desire to see to it that uniformity was es- 
tablished in terms of benefits. That meant that we wanted to have the 
equivalent of a semiprivate room accommodations for our members 
and for their families. We also wanted a uniform set of benefits with 
regard to hospital X-rays. We wanted to see to it that our people, if 
they were entitled to all drugs, were entitled to all drugs wherever 
they were located. 

There were differences among the Blue Cross plans on all of those 
scores. There were differences on duration of benefits. So we re- 
quested the Blue Cross to deVise a plan that would be uniform through- 
out the United States. That they did. We still are in this position, 
and I think this is important: We are in the position in many States 
of having a far more extensive and superior Blue Cross arrangement 
than is available normally to the citizens of the community, and that 
is a situation which in my opinion again will continue for some time 
in the steel industry. 

The steel industry contracts do provide more money for health and 
welfare benefits than is available, Jet us say, in less prosperous indus- 
tries, less basic industries. 

For that reason we are able to afford more than what perhaps the 
majority of the citizens in the community can afford. We have felt 
very strongly that we should be permitted to continue to have that 
kind of additional arrangement. We think we have achieved a con- 
siderable flexibility and have been able to make important advances 
in the care of our people through our ability to underwrite nationwide 
coverage on a uniform basis through the Blue Cross. 

Senator Doveras. Are there any other unions which you know of 
which have a national agreement with Blue Cross for a more liberal 
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scale of benefits than is provided in the normal local policy which they 
write? 

Mr. Greenserc. I am under the impression—perhaps Mr. Latimer 

can correct me—that we are the only industry with that kind of ar- 
rangement—unless some other industry has accepted our national steel 
plan. Is that your impression ? 

Mr. Lariwer. Of course in the case of Bethlehem, the shipyard 
workers have benefits of the plan negotiated by the steelworkers. ‘That 
is true in some of the other unions in United States Steel. 

But in addition to that, the health services in Chicago have under- 
written plans which in effect give a uniformity which the steelworkers 
have gotten through a single contract, and that has been done in the 
case of United States Rubber and Swift and some of the Newspaper 
Guild contracts. There may be others with which I am not familiar, 
but I know at least about those. So it is not altogether unique. 

Mr. GREENBERG. But it was unique in 1949. 

Mr. Latrmer. That was the first national agreement negotiated on 
any basis, the contract signed with Bethlehem in March 1950. 

Senator Dovetas. One of the difficulties with the normal Blue Cross 
policy, excellent as it is as a beginning, is that it does not provide for 
costs after a stated period of time in the hospital. Therefore the 
residual costs which frequently tend to be heavy, fall upon the patient. 

Mr. Greenserc. Senator, that has also been our opinion, and you 
may be interested to know that we did approach the Blue Cross and 
did request that the limitation as to the number of days of care be 
removed. 

I will admit that there are problems in connection with that. The 
problem arises from a possibility of abuse. 

Senator Doveras. You have 120 days. 

Mr. Greenperc. We have 120 days. 

Senator Dovetas. That would seem to be fairly ample. 

Mr. Grrensere. It is. I have no idea how many of our people will 
not be fully covered by the 120-day provision, though I think it will 
be a fraction of a percentage. But because it was just a fraction of a 
percentage that would be affected by that limitation, we felt it rea- 
sonable to request that the limitation be removed entirely, as we have 
on a number of other items. 

The difficulty is one merely of cost. The Blue Cross is willing to 
underwrite that, but they have requested additional cost against the 
possibility of it costing some additional moneys to them, which we 
are not averse to paying. We want to pay our own way. But we 
have a limitation, and our limitation is reached in the schedule of 
benefits which I previously described to you. 

I hope that that will be a field in which we can make improvements 
this summer because the number of hours being worked in the steel 
industry is considerably in excess of what we anticipated they would 
be last September. For that reason, we are developing a considerable 
surplus in our fund. 

This matter is open to review as of August 1, this summer, and that 
is undoubtedly one of the things we will be discussing with the various 
companies. 

I do not wish to be understood as saying that the union has no right, 
or never exercises its right, to participate in the selection of an in- 
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surance carrier or trustee. We do have such a right; although, in 
terms of the number of employees covered, we have availed ourselves 
of that right in only a minute fraction of cases, our interest in selec- 
tion is not to be measured by that fact. 

Our primary concern is to protect the interest of our members by 
seeing to it that claims are handled ‘promptly in accordance with the 
terms of the contract and that the costs are reasonable. In any case 
in which we have reason to believe that just claims are being denied 
or that excessive charges are being made, we will intervene as power- 
fully as we can for either a correction of the condition or a change in 
carrier. 

We would prefer a change of condition to a change in carrier and, 
since 1949, the changes of carriers, except to secure service benefits, 
‘an be counted on the fingers of one hand. 

May I just as an aside s say there are two, and I think it does bear on 
an important question that has been discussed before this committee. 
We do not think there is any virtue in saying that we are dissatisfied 
with an insurance company ; therefore let’s go out and get another one. 

The reason for that is very simple. When you write insurance with 
a new carrier, you must pay for new acquisition costs. You must 
develop new reserves which were developed under the old contract, 
and which become in some instances the property of the old carrier. 

Almost inevitably you find that a new carrier will have to during its 
first several years of operation for those two reasons operate more 
expensively than your previous carrier did. We think that we have 
succeeded by adopting the attitude of seeing to it that mistakes have 
been corrected, that grievances have been | promptly handled; and 
I really must say that I know of no case in which we were forced to 
resort, let’s say, to lawsuit to obtain what we thought were the bene- 
fits due our people. 

We have been able amicably to settle all our outstanding difficulties 
with the insurance carriers. We think we at the same time have been 
able to do that at extremely reasonable costs. 

Senator Ives. Have you a list of your various carriers anywhere 

Mr. GreenserG. No, sir; we do not. But I would say that it would 
represent a cross-section. 

Senator Ives. I would be interested in seeing it. 

Mr. Greenserc. I think we could get a list of all of our major 
pee aga It might take a day or two to do that, but we would be 
glad to supply you with that information. 

Mr. Lerce. Mr. Greenberg, the relationship, as I understand it, 
with the carrier is through the employer. Does the employer make 
periodic reports to you as to surance costs ? 

Mr. GreenserG. Yes. When the statement is finished, I would like 
to have Mr. Latimer give the committee a description of those reports 
and some of the data that we have received. 

As I shall make clear in a moment, we believe that welfare and 
pension plans will operate best where there is full public disclosure of 
all the pertinent facts. I shall put into the record a resolution 
adopted early this month by our international executive board on this 
point. If any insurance carrier or trustee is unwilling to make the 


1The requested list was later supplied and is on file with the subcommittee. 








130 WELFARE AND PENSION PLANS INVESTIGATION 


full disclosure which we believe essential, we shall use every means at 
our command to see to it that no business arising from any agreement 
with the United Steelworkers of America is handled by or with such 
carrier or trustee. 

I must say at this point we have not had to resort to that because 
we have received full reports from all the carriers. 

We are not unaware of cases in which representatives of other labor 
organizations have insisted upon placing with particular insurance 
companies insurance called for by collective-bargaining agreements. 
Nor are we unaware of the efforts of some insurance companies and 
others, who seek the business which these agreements have produced, 
to try to influence union representatives in ways which are not strictly 
honest. We do not think that officers or members or representatives 
of the United Steelworkers of America have been guilty of these 
practices. 


STEELWORKERS POLICY STATEMENT 


In order to make sure that our record will continue to be as excel- 
lent in the future as it has been in the past, we have thought it appro- 
priate to establish a firm policy in this area. This policy provides 
that the reports made to the joint committees on insurance and 
pensions for their use and the use of the union shall be made more 
explicit with respect to the payment of commissions and fees of all 
kinds. 

In addition, it makes more explicit and emphatic than previously 
the policy of outlawing payments, direct or indirect, by anyone inter- 
ested in securing an insurance contract or a pension trust, to anyone 
representing or acting as consultant to the United Steelworkers of 
America. The one exception to this rule of prohibition relates to the 
payment of benefits under a plan with respect to an employee covered 
thereby. 

I wish to place in the record a statement of policy of the United 
Steelworkers of America adopted by the international executive board 
on March 4, 1955, which reads as follows : 


The international executive board of the United Steelworkers of America is 
proud of the insurance and pension agreements negotiated by the union on behalf 
of its members. 

Our seventh constitutional convention voiced unanimous determination to see 
to it that our insurance and pension programs are administered honestly and 
efficiently, and condemned malpractices in the administration of union health 
and welfare funds. 

In order to make effective the resolution of the convention and to reaffirm our 
continued adherence to these principles, we adopt the following policies with 
regard to the administration of all insurance and pension programs established 
pursuant to agreements with our union: 

1. Joint committees on insurance and pensions: The administration of every 
insurance and pension program negotiated by our union is reviewed by a separate 
joint committee on insurance and pensions for each company, consisting of an 
equal number of union and employer representatives. It is the continuing obliga- 
tion of the joint committees to see to it that all contributions to and expenditures 
from insurance and pension funds are in accordance with the provisions of our 
agreements. 

2. Auditing of insurance programs and pension funds: All pension agreements 
of the United Steelworkers of America are financed on a noncontributory basis 
and provide for the accumulation of funds in trust out of which pension benefits 
are payable. 

Our insurance funds are in most cases based on joint contributions from the 
employer and employee on a cents-per-hour basis. 
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In order that the obligation of each joint committee may be met, it is essential 
that the receipts, expenditures, assets, and liabilities of every insurance and pen 
sion fund be audited periodically by qualified internal auditors in accordance 
with auditing procedures to be prescribed by an independent auditing firm of 
certified public accountants. The reports of the internal auditors are to be 
checked annually by this independent firm and a copy of the independent audit 
furnished to the joint committee. 

Each insurance carrier or other organization furnishing any benefits under 
the insurance or pension program shall file periodically a detailed report with 
the joint committee showing premiums received and claims paid. Each such 
company shall also file an annual report showing a detailed breakdown of all 
receipts and expenditures, including administrative costs with commissions and 
fees specified both as to amount and recipient. The form and content of the 
periodical and annual reports shall be prescribed by the joint committee. 

Where the agreement provides for the maintenance of minimum insurance of 
pension reserves, there shall be filed with the joint committee under such agree- 
ment a statement by an actuary or insurance company as to the amount of the 
required reserve. The independent audit shall contain a statement as to the 
relation between such required reserve and the assets applicable thereto. 

3. Selection of carriers and determination of benefits: The selection of the i 
surance carriers and organizations furnishing benefits and the determination of 
the benefits shall be by mutual agreement between the union and the company 
on the basis of providing maximum benefits at the lowest costs through respon- 
sible carriers. 

4. Distribution of reports: Copies of each report received by the union mem 
bers of each joint committee on insurance and pensions shall be distributed as 
follows: 

One copy of each report to be filed with the international office of the United 
Steelworkers of America in Pittsburgh, Pa. 

One copy of each report to be filed with each appropriate district office of the 
United Steelworkers of America. 

One copy of each report to be sent to the recording secretary of each local union 
participating in the insurance and pension program. This report is to be read 
at a regular meeting of the local union and shall be duly recorded in the minute 
book. 

5. No officer, member, employee, or representative of or consultant, or other 
person connected with the United Steelworkers of America shali, directly or in- 
directly, receive any payment (except as a covered beneficiary), compensation, 
commission, gratuity, fee, or other bribe from any insurance or other carrier, 
bank or trust company, agent, broker, employer, or pension or insurance fund 
with respect to any insurance or pension program established under any agree- 
ment with the United Steelworkers of America. A violation of this policy shall 
result in immediate discharge from employment or termination of consultant or 
other status with the United Steelworkers of America or such other appropriate 
disciplinary action as may be determined in accordance with the international 
constitution. 

Any insurance company or other carrier, bank, or trust company, or any broker, 
whose agent, salesman, or other represent: ative shall have participated in making 
payment of any such bribe, as herein proscribed, shall be barred from writing 
any insurance or contract for pensions or benefits provided our members through 
agreements of the United Steelworkers of America. 

Senator Dovenas. Mr. Greenberg, do the penalties under 5 apply 
to officers as well as employees or consultants / 

Mr. GREENBERG. Yes, sir; they do. That prohibition against the 
receiving of any payment means any payment whatsoever for any 
reason, whether it be expense, whether it be as a member of the joint 
committee, or for any other reason. All of the representatives of 
the United Steelworkers of America who participate in insurance ne- 
gotiations receive their remuneration exclusively from the United 
Steelworkers of America and nowhere else. 

Senator Doveras. You regard this as very important ? 

Mr. Greenperc. Yes, sir; I do. 
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UTILIZATION OF TECHNICAL ADVICE 


I should like to make one final comment prompted by the statement 
made in the interim report of this subcommittee that there is ignorance 
on the part of the average union member and the average employer as 
to the many technical problems involved in this field. 

I would like to go back one moment and emphasize a point perhaps 
another way. As we are about to describe, we employ Murray Lat imer 
as our consultant. Mr. Latimer may on occasion be requested by our 
joint committee to serve as consultant for both of us. We continue 
to pay Mr. Latimer—the United Steelworkers of America does. 

After World War II, when the United Steelworkers of America 
began discussing insurance and pension agreements in the steel in- 
dustry, my great predecessor in office, Philip Murray, anticipated 
many of the problems which your committee is now investigating. 
We did not act blindly. We employed the distinguished former 
Chairman of the Railroad Retirement Board, the country’s leading 
expert in these matters, Murray W. Latimer, to act as consultant to 
the union; and he has advised us in all of our important negotiations 
in this field. Our acts have been governed by the thought that in a 
field as complex as this, error and imprudence can be avoided only by 
knowing all the facts possible and acting on the basis of informed and 
professional advice. 

This morning you will hear described one of the major programs 
negotiated by our union—the program of the Continental Can Co. 
We are proud of the benefits which we have been able to negotiate 
with this company. While the insurance plan is not typical of the 
plans in the basic steel companies insofar as it is noncontributory, it 
is typical in the degree of honesty and effectiveness of its admin- 
istration. 

Senator Dovetas. Senator Ives? 

Senator Ives. No questions. 

Senator Dovetas. Senator Allott? 

Senator Atiorr. No questions. 

Senator Doveias. That was very interesting. Thank you, Mr. 
Greenberg. 

Senator Ives. That was a good presentation. 

Senator Dovetas. Who is the next witness? 

Mr. Brepuorr. Senator Douglas, we would like Mr. Latimer to say 
a few words about the reports received by the joint committees from 
the companies and the carriers. 


STATEMENT OF MURRAY W. LATIMER, CONSULTANT, UNITED 
STEELWORKERS OF AMERICA 


Mr. Latimer. Mr. Chairman and gentlemen, I have here a rather 
infinitesimally small part of the reports which the joint committees 
have received from just a few of the companies. Even this very small 
part would occupy a rather large volume of hearings. I therefore 
assume you do not wish to go into those in detail. They are open to 
inspection. 

Senator Doveias. I wonder if you would be willing to have 2 or 3 
sent up to the table? 
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Mr. Latimer. I might start off, Mr. Chairman, with a set of the 
forms which the international office has devised fof sending to the 
rarious companies for the printed copies which have been used as 
models for the reports which the employers make to us. 

These reports are not standardized; they are not uniform. The 
problems which are involved in each company differ and the account- 
ing practices are different. We therefore have attempted to take 
into account those differences in formulating these reports. 

If there are differences which the company itself wishes to introduce 
in making the returns in response to our request, we of course do not 
insist on any standardized form. 

I might describe briefly some of the reports which we get from 
United States Steel. In the first place, the periodicity of these reports 
is not the same. We get a report once a month, for example, from 
Bethlehem. We get a report once a quarter from United States Steel. 
The majority of the reports come in once a year, because they are in 
such detail that they would overwhelm the union if they all came in 
even as infrequently as quarterly. 

These reports go into the amounts of the claims paid, the amounts 
of the claims incurred, the amounts of charges for such things as the 
waiver of premium on disability, transfers to other departments for 
conversions and term life insurance, the accumulation of contingency 
reserves for specific purposes, such as maintaining the benefit for 
maternity cases during 9 months after the termination of employment 
or the termination of a contract, and the expenses. 

I should say that the steelworkers have never thought it necessary 
to this point to ask for a separation of commissions paid from other 
administrative expenses. Because of what has been revealed by some 
of the investigations by the Congress and by State investigating bodies, 
you will notice that the resolution adopted by the International Execu- 
tive Board on March 4 does go into the matter of administrative 
expenses, including commissions; and will ask from now on that the 
commission payments be given in detail, and any fees which are paid 
to anyone in connection with the negotiation or administration of any 
contract entered into in arder to implement the benefits which have 
been negotiated by the steelworkers or the negotiation of any amount 
of money or contribution intended for the purposes of paying benefits. 

Senator Doveras. And this is to be done both as to the amounts paid 
and the recipients ? 

Mr. Latimer. And the names of the recipients, yes. As I say, that 
is a matter which until very recently the steelworkers have had no 
occasion or thought they had no occasion to get into. We do know, for 
example, that total expenses in most of these insurance contracts have 
run to less than 6 percent of the total premium. 

We do know that in the case of Blue Cross and Blue Shield, no com- 
missions are paid. We do know that in those cases a number of repre- 
sentatives of the unions sit on governing boards of the Blue Shield 
and Blue Cross associations. 

Senator Dovetas. That change has been made, has it ? 

Mr. Latimer. Yes, sir. 

Senator Dove.as. Formerly the hospitals and doctors ran these 
plans primarily ? 
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Mr. Larimer. They have been in a good number of them. Dr. Reed 
is here from the Public Health Service. He knows more about these 
things, 1 think, than anyone else. In a study made in 1947, I think 
it was, or 1948, we found that even then there were a number of Blue 
Cross and Blue Shield boards on which representatives of the public 
sat. That was before the negotiations of the national contract by the 
Steelworkers following which Mr. Murray was asked to sit on the 
Board of Health Services which was then expected to become the 
coordinating agency for the Blue Cross plans. 

Since that time Mr. McDonald has sat on that board and a number 
of local boards and represented him when they were sitting. As I say, 
they do not receive from Blue Cross or Blue Shield any expense money 
or any reimbursement for their services. 

In addition to these regular reports—the form of which I think is 
illustrated by the forms there—the union from time to time requests 
other information and special studies. For example, last year at - 

request of the union Jones & Laughlin and Republic Steel made 
study of the insurance indemnities paid for surgical benefits to ascer- 
tain the extent to which those indemnities reimburse the employees 
for operations. 

We found that in a number of important cases, and particularly in 
the North, the costs were not by any means met by these indemnities. 
Also in the case of Republic, where the hospital benefit is on an in- 
demnity basis, we received information from Republic as the result of 
a study made in response to our request and made, I may say, quite 
competently by Metropolitan, which is the carrier in the Republic case 
as it is in Jones & Laughlin, a detailed statement on the extent to 
which these hospital indemnities paid for the costs of medical care. 

It showed some quite interesting differences between the costs in 
Ohio and the costs in Alabama, geographical differentials which were, 
I think, very helpful in negotiating a new kind of an insurance benefit 
with Metropolitan and effective last November 1. 

In addition to that we receive the age distribution of insurance paid 
and the age distribution of insurance in force so we are able to keep 
up with the changing trends in mortality rates, both in active service 
and after retirement for disability and age and the expense with re- 
spect to the waiver of premiums. 

Last year we also received in response to our request an extremely 
detailed study covering a period of 5 years showing all the termina- 
tions of employment by age and length of service in the major plants 
of Bethlehem, en abling us to develop for the first time in the steel in- 
dustry service tables showing from age of entrance to retirement the 
ins and outs of all employees who start working for Bethlehem. 

We had the compensation, including Government pension pay- 
ments, so we have been able to construct salary scales as well as service 
tables, including mortality, disability retirement, age of retirement, 
and get a benchmark which will enable us we think for the future 
to be able to assess probable costs as well as actual cost of these 
programs. 

I hesitate to put all this mass of material in the record. It would 
take many volumes. I think there might be some interest in another 
type of joint effort en; gaged in by industry and the union. Beginning 
late in 1953 we made a joint study with the United States Steel Corp. 
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of the insurance and pension plans of 40 corporations, picking out 1 
or 2 ina number of major industries. 

That study was reproduced, as you see there, and was used in setting 
benchmarks for the negotiations of last year. As it happens, the 
Continental Can Co. is one of the unidentified companies in the study. 
We did not identify any of the companies because we were asked by it 
few not to reveal identity. But I may say, I think without any ob- 
jection, Mr. Klint, that Continental Can was one of those inc ‘luded in 
the study; and it was not on account of any objection of theirs that 
we did not attach a name to it. 

I think that may give you some general indication, Mr. Chairman, 
of the kind of information which the union is receiv ing and studying 
and analyzing continously. If there is any part of this that the 
committee would like to include in its record, we would be happy to 
furnish it for the record or for your analysis, if you wish to take a 
more detailed look at it. 

Senator Doveias. My judgment is that it would be too expensive 
for a poor organization like the United States Government to include 
that in the record. Sut if it can be made available to our statf, upon 
pega, we would like to have it. 

Mr. Greenperc. You may keep those copies, if you wish. We will 
be glad to furnish you with some additional copies. We have only a 
limited number available because we are not too rich, but I think 
we can spare those. 

Senator Dovetas. Thank you, Mr. Latimer. 

My. Brepuorr. Senator Douglas, the next member of our team 
happens to be a company representative, Mr. Walter Klint, the head 
of the insurance and pension department of Continental Can Co., 
who will outline, I believe, the history of the insurance and pension 
program of that company. 


STATEMENT OF WALTER E. KLINT, ASSISTANT INDUSTRIAL 
RELATIONS MANAGER, CONTINENTAL CAN C0O., INC. 


Mr. Kuint. Mr. Chairman and others: I think it might be helpful 
if we take just a moment to give you a little of the historical back- 
ground that precedes how our » plan got to the level where it is today. 

We feel, and I think rightfully so, that we do have a progressive 
plan of insurance and pensions for our employees. I believe Mr. Robb 
will agree with us. He has helped us develop it to the point where 
it is now, and it is one of which we are rightfully proud. 

However, it has not reached those levels overnight. It has been 
a gradual development over a period of years. We first adopted 
group insurance benefits in July of 1935. At that time we unilaterally 
announced a group life insurance plan whereby we would provide 
group life insurance equal to roughly 1 year’s pay, the mimimum being 
$1,000 and the maximum being $10,000: 

The employees were required to contribute 60 cents per month for 
each $1,000 of their group life insurance. As I said before, this plan 
was put into effect unilater ally by the company; and we advised the 
few unions with which we had contracts at that time of what we 
were doing. 

In June of 1944 we had the first major change in the plan. At 
that time we doubled the amount of group life insurance, so that it 
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was equal roughly to two times an employee’s annual base earnings. 
We did not increase employee contributions, so this meant a reduc- 
tion from 60 cents to 30 cents per month for each $1,000 of group 
life insurance. 

At that time we added surgical benefits and group health and acci- 
dent benefits for employees. We also provided daily hospital bene- 
fits and special services for both employees and their dependents. I 
believe back in 1944 we can say that that was quite a progressive step. 
There were not too many plans at that time that provided for disabil- 
ity and hospital and surgical benefits for both employees and 
dependents. 

ITere again the plan was kept on a contributory basis. At that 
time the company also took this action unilaterally, and we advised 
the unions in advance of what we contemplated doing. 

The next major change was in July of 1947. At that time, after 
negotiations with the United Steelworkers of America, we made the 
announcement that the plan would be entirely noncontributory. I be- 
lieve back in 1947 there again this was a pioneer step that the union 
and the company took. 

The other unions at that time were merely advised in advance of 
this action. There were no negotiations involved other than with the 
steelworkers. 

On December 1, 1949, we entered into our first master agreement 
with the United Steelworkers of America. In other words, one labor 
contract covering some 22 locations, I believe. At that time we spelled 
out in detail in the labor agreement the specific level of group insur- 
ance benefits which the company would agree to provide. We also 
adopted a noncontributory pension plan which we did not have pre- 
viously. Simultaneously, we increased the hospital and special service 
benefits and we also reduced the eligibility period to become covered 
for group-insuranee benefits. 

The next major change was at the time of the master contract nego- 
tiations which were consummated August 13, 1952. At that time we 
further increased our hospital benefits and our special service cover- 
ages. We also increased the amount of surgical benefits and we added 
surgical benefits for dependents. Heretofore they were not covered 
for surgical benefits. 

Another new benefit added at that time was reimbursement for doc- 
tors’ calls at the hospital. Those were quite widespread changes 
made at that time. It brought our plan once again up to the front, 
you might say, in terms of progressive benefits. 

In subsequent master contract negotiations on December 2, 1953, the 
company in conjunction with the United Steelworkers of America 
agreed to reduce to writing and to write into the contract the com- 
pany’s policy for continuing group life insurance after retirement 
for retired employees. 

The most recent and possibly the most important changes made in 
our group insurance and pension plans were negotiated with United 
Steelworkers last September to become effective October 1, 1954. At 
that time we increased the duration of payment for weekly health 
and accident benefits. We further liberalized the daily hospital and 
special service benefits. We provided further benefits for depend- 
ents in terms of adding maternity benefits, which heretofore we did 








A 21h aah iat a Me i in St AS et RETORTED ENR Dn EN 








































WELFARE AND PENSION PLANS INVESTIGATION 137 


not have for dependents. It was, you might say, more a matter of 
principle than anything else, I guess. _ 

We also decreased the eligibility period so that all employees became 
eligible for all benefits after only 6 months of service. At the same 
time we made some rather significant increases in the amount of mini- 
mum pensions paid under our pension plan. aa 

I might take just a moment, if I may, Mr. Chairman, to briefly 
outline what the present level of benefits is under the Continental 
group-insurance plan As I mentioned, the plan is entirely noncon- 
tributory. Eligibility requirements are 6 months of accredited serv- 
ice. Our employees are covered for life insurance equivalent to about 
2 years of annual base pay up to a maximum of $70,000, 

Senator AtLorr. Up to what? 

Mr. Kuinr. A $70,000 maximum. In other words, the more you 
earn, the more life insurance you have. 

Senator Dovetas. In other words, this includes executives as well ? 

Mr. Kurnt. That is right. This plan covers everyone—hourly, sal- 
aried, organized, and nonorganized. For the most part our employ- 
ees are covered for weekly sickness and accident benefits in the 
amount of $40 per week, which is paid during periods of illness or 
disability up to 26 weeks. There is a 7-day waiting period if it is due 
to illness. It is paid from the first day, however, if the disability is 
due to an accident. 

We also have a provision in the plan where we pay a supplement 
from the group insurance plan to bring the weekly workmen’s com- 
pensation payments, where they are less, up to the same level of 
weekly benefits paid under the group insurance plan. 

Under daily hospital benefits for both employees and dependents, 
we have a reimbursement of up to $15 per day, for as many as 120 
days. We believe that arrangement has many aspects which are 
superior to Blue Cross. There are pros and cons, however. 

On reimbursement for special service charges made by the hospital, 
we pay for both employees and dependents the full amount of the 
first $150 of charges made, plus 75 percent of the next $2,000 of 
charges made. On surgical benefits for both employees and depend- 
ents we pay up to $250, depending on the operation. 

Senator Dovenas. In other words, you have tried to meet this prob- 
lem of catastrophic sickness. 

Mr. Kuinr. I would say that to a great degree, Senator, our plan 
does take care of many of the catastrophic cases. It is not labeled as 
®& major medical plan as such, but I iieum the benefits are liberal 
enough that it does meet most of those problems. 

To continue, on maternity benefits, it is possible for a female em- 
ployee to collect up to $675, and for the dependent wife of an em- 
ployee to collect up to $245. On doctors’ hospital calls we have a re- 
imbursement feature whereby $4 per day is allowed for each day of 
hospital confinement, up to a maximum of $124. 

We also have what in our opinion—and I believe Mr. Robb will 
agree—is a very liberal policy for continuing group life insurance 
after retirement. You must remember we are starting with life in- 
surance equal to about 2 years’ base pay. After retirement, if an 
employee qualifies for a pension, that amount of life insurance is 
reduced by 10 percent, which is followed by 4 successive 10-percent 
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reductions on the anniversaries of their retirement dates, which ulti- 
mately brings it down to 50 percent at the end of 4 years following 
retirement; which amount is continued on a noncontributory basis 
for the rest of their lives. Those are very expensive benefits because 
at that stage of the game there is no longer any insurance factor in- 
volved. 

I think that briefly covers the level of our insurance benefits. I 
will take just a moment to briefly outline our retirement plan ben- 
efits. The eligibility requirements to receive a pension are simply 
that an employee must have at least 15 years of continuous service. 
At age 65 or older, when he applies for a normal retirement pension, 
he gets the greater of either 1 percent of his average monthly earnings 
during his last 10 years of service, times the number of his years of 
continuous service ; or $140 per month after 30 years of service scaled 
down by $2 per month for each lesser year of service to $110 per 
month after a minimum of fifteen years of service. 

In each instance an allowance of $85 is deducted for primary social- 
security benefits, although in practically every case the employee 
receives more than that. If he becomes disabled prior to age 65, at 
any age as long as he has 15 years of continuous service he is entitled 
toa disability pension which is computed by using the same 1 percent 
formula of his average monthly earnings during the last 10 years 
times his years of continuous service, but is not to be less than $75 
per month. And at the time the employee reaches 65, the disability 
pension is then converted to a normal retirement pension with an 
$85 deduction made for social security. 

I think in a nutshell that covers the more pertinent points of both 
our insurance and retirement plans. I might mention that our group 
insurance plan is carried by the Metropolitan Life Insurance Co. 
and goes back to 1935. We have found them to be a very efficient 
administrator of the phase which they handle. 

With respect to the retirement plan, that is completely self-admin- 
istered with a corporate trustee engaged to invest and handle the fund 
which the company puts into their pension trust. 

Senator Dovucias. Have you noticed any tendency toward malin- 
gering / 

Mr. Kurnt. Not toomuch. Asa matter of fact, there was a greater 
tendency toward this in the preceding 2 years than there was during 
the last policy year. We found our claims experience had improved 
slightly last year, which we naturally were very happy to see. 

Whenever’a case of suspected mi alingering is brought to our atten- 
tion, a full investigation is made. If the case is legitimate, we are 
only too happy to see that benefits are paid. If the case does not 
appear legitimate, further steps are taken to investigate the reasons 
for the alleged disability. 

Mr. Greenserc. Would you mind if I might add a word to what 
you say ¢ 

Mr. Kurt. I wish you would. 

Mr. Greenserc. I would like to say on behalf of the union that we 
have been as opposed to malingering as anyone else has been. It 
has been our experience that the 7d: ay waiting period required before 
sick benefits are paid has probably resulted in almost the complete 
elimination of malingering. 
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In fact, we are of the opinion that perhaps that waiting period 
is too long, that it is not necessary to wait quite that long. From 
my own personal experience in having recently been ill and thinking 
in terms of what our own people’s problems might have been, | know 
as I went through my second week of ilIne ss I said, “Now, I will 
receive $40 after having been out for 2 weeks,” which would have been 
an average of $20 a week. 

I think here, as in most of our Cases, the average duration of our 
sick benefits has been around 5 weeks. First, the length of the stay, 
I think, is indicative that most sicknesses for which we have been 
paying have been rather serious or they should not have lasted for 
quite that long an average. When you talk of the short-term ill 
nesses because you have to include the waiting period, I think that 
there is a very great discouragement to malingering because of the 
low levels. 

Senator Dovenas. In other words, you do not believe that benefits 
should be paid because of the SO called Common garden variety of 
sicknesses such as headache, stomach ache, backache, common cold, 
chickenpox, and soon. Is that true / 

a Greenpera@. I think there has to be 2 reasonable rule. How- 
ever, I do think that 7 days is too long a waiting z per ocd. 

Senator Doueuas. I can see that this will be a subject for future 
negotiation. 

Mr. Greenperc. It was brought up at the last negotiation, but not 
quite successfully handled in our opinion. 

Mr. Brepuorr. It is inte resting to note, Senator Douglas, that Mr. 
Klint has indicated that the claims actually went down in a period of 
greater unemployment because the claims were less over the last 
year than they were in the preceding year. 

Mr. Kun. That is correct. 

Senator Doveias. Generally the tendency is the opposite. 

Mr. Brepuorr. That would be the hypothetical assumption. 

Mr. Kurnt. I might also mention that, while our pension plan is 
completely self-administered, we also have what you might call a 
self-administered insurance plan, too, in that we keep all the records 
and we merely advise the insurance company of how many lives are 
insured and what the premium is and that sort of thing. 

They do, however, pay the claims because we have not as yet wished 
to get into the position where we would adjudicate claims. We would 
rather have that handled by the experts at the insurance company. 

Generally speaking, the amount of expenses and reserve for con- 
tingencies withheld by the Metropolitan have been extremely modest. 
With respect to the costs to the company for administering the retire- 
ment plans, there again they have been extremely modest—less than 
2 percent of the total contribution made by the company to the trust. 

Senator Dovueras. For administration / 

Mr. Kuint. Yes. That includes trustees’ fees, actuaries’ fees, and 
the costs of my office. 

Senator Doveuas. Is it true that the commissions are only one- 
twentieth of 1 percent ? 

Mr. Kuint. That is true. The insurance representative at the Met- 
ropolitan—Capt. John H. Jones—with whom we deal receives com- 
missions equivalent to one-twentieth of 1 percent of the premium for 
any of the new business which comes in. 
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Senator Doueias. Suppose in this year ending last June 30 the 
premiums were about $4,250,000. One percent of that would be 
$42,000, and one-twentieth of that would be $2,000. 

Mr. Kurnr. He would not get the commissions on the full $4 million 
because his commissions have expired in most part. In other words, 
that is old business. 

Senator Doveias. You mean renewals? 

Mr. Kurnr. Only on new business does he get any commissions, in- 
creased levels of benefits, new companies brought into the plan and 
that sort of thing. 

Senator Dove.as. This is very interesting what you have said. That 
is in very sharp contrast to certain practices. You are saying that 
this one-twentieth of 1 percent applies only to new business ¢ 

Mr. Kurnr. Only to new business. 

Senator Dove.as. And that the continuation of the previous busi- 
ness has no commission on it ? 

Mr. Kurnt. Only for a limited period of time. I would like, if 
I may, to refer that question to Mr. Fitzhugh, second vice president 
of Metropolitan, who is more familiar with that than I am. 

Mr. Firzirven. I must confess, sir, that I do not have the particular 
figures on this case. We have got a lot of policyholders, as you know. 
Just sitting here in the audience and listening to what Mr. Klint ‘has 
said, the principle is correct. 

Most of the premium on their policy in the last few yeas has been 
renewal premium on business that was written way back in 1935 or a 
few years thereafter. So no commisisons are being pail at all on 
those premiums because they are only paid at most for 10 years, and 
jn many cases less than that. So a large part of the premium that is 
currently being paid to Metropolitan on that policy has no commis- 
sion charge paid or charged—going back to our discussion of yester- 
day—because the commissions run out after that period. 

Senator Doveras. This is so startling I want to get that into the 
record for the third time. On additional business the commission 
is only one-twentieth of 1 percent? 

Mr. FirziuvexH. Because our commission scale is the decremental 
scale, which is so steep. When you get up in the area of several million 
dollars, like their policy is, the commissions on additional premium 
thereafter are down to about one-twentieth of 1 percent, yes, sir. 

Mr. Grrenperc. May I draw a corollary conclusion to what has 
been said. It has been suggested, and we have heard it even among 
our own people, that perhaps we ought to insist with the Continental 
Can that we make a switch in carriers; that perhaps we should see if 
anvone else can offer it at a cheaper rate. 

It seems to me that as a result of the kind of informed opinion you 
have heard here, on the face of it to switch carriers in Continental 
Can could result only in additional expenses to the employees, I think. 

Senator Doucnas. It would be regarded as new business to the new 
company. 

Mr. Greenperc. Exactly. There is also in addition the question of 
contingency reserves which have long since been developed, for ex- 
ample, on the life-insurance policies here. Therefore to merely say 
that if you want to keep these things honest you offer the thing out 
to bid, to my mind does not prove ‘a thing. 
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It may—and undoubtedly would in this case—be to the poorest 
interest. of the employees to disrupt the relationship now existing 
between the Continental Can and the Metropolitan Life Insurance Co. 

You may find, as sometimes happens, some silver-tongued insurance 
salesman alleging that he can sell the insurance a lot che: aper than can 
Metropolitan in this particular case; and the statement has been made. 
But I think any informed opinion would conclude that that is just 
so much hot air; that no one could possibly under all of the circum- 
stances described by Mr. Klint do it cheaper than Metropolitan has 
been doing it. 

Mr. Kurnr. One other point which I failed to mention in my brief 
discussion, Senator les I would like to make clear now, if I may. 
During our entire years of amicable negotiations with the United 
Steelworkers on our group insurance and retirement benefits, our 
negotiations practically exclusively have been on levels of benefits. 
Our plan is noncontributory, and we have in a sense taken an open-end 
liability. Whatever the cost turns out to be for these agreed-upon 
benefits we will pay it. 

But so far as our obligations are concerned, we have merely pro- 
vided the agreed-upon level of benefits. I believe Mr. Robb and others 
here will possibly agree that that is sometimes a much more eflicient 
and cleaner way of ‘hi andling things of this type. 

Mr. Lerce. Mr. Klint, the program, as I understand it, is com- 
pletely administered by Continental. 

Mr. Kuintr. That is correct. 

Mr. Leece. Would you acquaint the committee generally with the 
form that that administration takes 

Mr. Kurnr. I will be very happy to. We first of all have about 85 
plants throughout the United States, as you may know. At each of 
those locations we have personnel managers who are fully informed 
on the various administrative practices and local handlings which 
they must set up to adequately and efficiently and promptly adminis- 
ter these benefits. 

With respect to group insurance, they process the claims which are 
received locally; they send them to the insurance company; they are 
adjudicated there; the claims checks are sent back to the local per- 
sonnel manager, who in turn promptly gets them to the insured em- 
ployee. 

With respect to retirement-plan benefits, all pension applications are 
completed and processed locally. They are then sent to my office 
where they are processed and I present them to the general pension 
board for approval; at which time the trustee then is authorized to 
commence the payment of pensions to the retired employees. 

My office does little direct handling of the administrative detail 
of the group-insurance plan and concerns itself primarily with setting 
up overall policy for administrative matters. 

Mr. Leece. Then your administrative procedures are integrated 
with your personnel administration / 

Mr. Kuint. That is correct. That, I believe, is something you will 
find to be a common practice in most steel companies. 

Mr. Lercr. If I understand Mr. Greenberg correctly. the costs of 
that administration have recently been absorbed by the company. 

Mr. Kurnt. I would like to make this statement, that in the entire 
history of Continental Can Co. we have never at any time attempted 
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to insert the costs of administration into the cost of benefits or to at- 
tempt to reduce benefits because of our costs of administration for the 
insurance and retirement plans. 

Mr. GreenserG. In our negotiations with the steel industry we have 
always been happy to point out the Continental practice on that score. 

Senator Atiorr. I would like to ask you a question, Mr. Greenberg. 
Pursuant to the remark of Mr. Klint about bargaining for the over rall 
end benefits, naturally you are doing it in this case, but that might 
have been prec ipitated ‘by a course of action which was haphazard 
in the beginning instance. 

Do you yourself still feel, if you were starting out utterly new, that 
that is the best method of handling this situation, rather than to bar- 
gain for so much an hour or something of that sort / 

Mr. Greenserc. I think there is no question that we would uni- 
versally prefer the kind of financial arrangement we have at Con- 
tinental Can. We would much prefer to be able to bargain on the 
question of insurance and pensions in the same fashion as we negotiate 
on any other phase of our contract. 

But there has been a feeling on the part of the steel industry, at 
least up until now, that the insurance programs should be contribu- 
tory; that the employ ees should share in the cost of these insurance 
programs. We still hope that we will be able to, one of these days, 
negotiate a plan which merely provides a list of benefits and that the 
costs of providing those benefits is borne entirely through the com- 
panies. 

Senator Artorr. That is not the question I was driving at— 
whether or not the employee contributes. We have had some cases 
under study in which the sole bargaining apparently was simply 


upon how many cents per hour would be devoted to the welfare fund. 
Is that not right, Senator / 


Senator Douczas. Yes. 

Senator Atxorr. It led tosome things which were not exactly attrac- 
tive. I was wondering if, in your experience, as Mr. Klint has sug- 
gested, you could confirm his opinion, if you would, or agree with it 
entirely ? 

Mr. Greenperc. I do. I might say this. Even in contributory 
plans, there is the opportunity to work out a somewhat modified 
version of the sort of thing that is done at Continental Can. Two 
examples come to my mind. There is the Inland Steel agreement we 
have and the agreement with Great Lakes Steel, which is a division 
of National Steel Corp. 

In both those companies we provide a fixed set of benefits and fixed 
employee contributions. Whatever the cost may be in addition to the 
employee contributions, the company meets. 

That means and has meant in the last several years that, as costs 
have increased during the terms of our agreement, the companies have 
met those extra costs. Of course it is conceivable that it might have 
worked the other way around, but we think that that is a matter of 
intelligent collective bargaining. 

We have had as our goal in that type of negotiation that the em- 
ployee shall, when all the dividends have been paid and all the ex- 
penses have been paid, have paid one-half of the total costs of that 
program, although the employer has taken all of the risk and has done 
all the administering at his own cost. 
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Senator ALLorr. You have answered my question, thank you. 

Senator Doveras. In the sheet on the financial experience for the 
year ended June 30, 1954, which has been handed to me, I notice that 
of the $4,250,000 roughly paid in in premiums, $3,338,000, approx 
imately, was distr ibuted in benefits or paid on claims, or 78.4 percent 
of the total; and 2.01 percent went for taxes, 3.41 for all expenses 
other than taxes. That, I take it, was administration ¢ 

Mr. Kuinr. It is the cost of the insurance company’s forms, book 
lets, handling claims, correspondence, and that sort of thing. 

Mr. Leece. That includes commissions, too 

Mr. Kuint. Yes. 

Senator DovuGas. 2.37 as a reserve. 

Mr. Kurnr. That was the reserve for contingency fund. 

Senator Dovétas. 13.8, the dividend. Was that a cash dividend 
returned to you é 

Mr. Kuint. That is correct. That is returned to the company. 

Senator Dovue.as. So that in practice the administrative costs were 
only something like 9 percent of premiums 

Mr. Kuinv. I think it is fair to say that there are about oe percent, 
because State premium taxes are not usually considered as part of 
expenses. They are something you have no control over. 

Senator Doveias. Thank you very much. 

Senator AtLorr. I am not sure Mr. Klint has finished his statement. 

Mr. Kuint. Iam open for any questions; but as far as my presenta 
tion is concerned, that is completed. 

Senator Dove.as. I did not want to interfere. So please go ahead. 

Mr. Kuinr. I have nothing further to present, Senator. If you 
lave any questions or requests for further information, I will be happy 
to attempt to answer them. 

Mr. Leece. This insurance accounting is made to Continental on a 
periodic basis, is it not 4 

Mr. Kurt. On an annual basis. 

Mr. Leece. And that information is in turn made available to the 
steelworkers / 

Mr. Kun. I do not think we have éver refused any requests for 
information that we have had from them. 

Mr. Leece. So the steelworkers are at all times kept apprised as to 
what the insurance costs of this program are ? 

Mr. Kuinr. That is correct. 

Mr. Greenperc. May I make thiscomment. I wish it were possible 
that we did not have to regard costs in determining what benefits 
ought to be paid to employees on their behalf or their families. But 
unfortunately that is not the situation. 

Senator Doveras. That is the nature of life, that we have to consider 
costs. Wecannot avoid that. 

Mr. Greenserc. In our last negotiations we had as a common goal 
the expenditure of an additional 2 cents per hour. I think we made 
a very good deal with the Continental Can Co. In fact, I am quite 
sure that when we got through it cost them more than 2 cents an hour; 
and that is my idea of successful negotiation. But we have not said 
that in the event there is a particul: arly fortunate experience—let us 
say that no one dies, no one gets sick—that we will request the right to 
review that situation. 
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That is far from our aim in this thing. Our aim is to provide a 
series of benefits for our people. Our attitude in a situation such as 
this is that, just as we aoe not inquire as to what the costs are of 
the employees as to providing vacations or providing holidays or any 
of the other fringe benefits provided under the contract, if we can get 
a level of benefits which is commensurate with what is being nego- 
tiated throughout the country, then we think that the cost of that is a 
matter for Continental to decide by itself. 

We assume that self-interest would direct them in that direction. 

Mr. Kuintr. I can assure you of that, sir. 

Senator Douetas. The statistics which I have read are for disability 
and group life, as I understand it. 

Mr. Kirn. That covers the entire group insurance plan. 

Senator Dovue.as. It does not cover pensions, of course / 

Mr. Kuint. No. 

Senator Doveias. And in the case of pensions, you would have to 
build up a much larger reserve to meet future liabilities / 

Mr. Kurnr. Depending upon the level of your pension benefits, 
what you say is true. There, of course, are widespread differences 
between companies as to how they wish, if at all, to fund their pension 
obligations. 

Some wish to have their plans as fully funded as possible. Others 
prefer to put it off and let the next generation of management worry 
about it. 

Senator Dovue.as. If you put it off, you are likely to have your 
accrued liabilities descend upon you with crushing weight without 
having any reserves built up to meet them. Is that not true? 

Mr. Kurnrt. If the company stays at the same size into the next 30 
or 35 years, that day inevitably will come and much to the sorrow of 
the stockholders. 

Senator Dovénas. Do you draw any conclusion from this? 

Mr. Kurnr. I can only say that, to the best of our ability, Continen- 
tal Can Co. is attempting to fund today’s accruing costs of pen- 
sion plan liabilities, 

Senator Dovucias. You want to provide reserves for the future 
claims which workers are now accumulating, but upon which they will 
not make demands until they are retired some years in the future. 

Mr. Kurnr. Very well put. That is true. If you do not charge to 
today’s cost of production, today’s accruing pension plan liabilities, 
then you are merely postponing for future management to worry 
about, some very sharply increased pension plan liabilities. 

Senator Doucias. And carrying with it the possibility when you 
go to the cupboard to see what the funds are to pay these benefits, you 
will find the cupboard is bare and that the dog will get no bone—no 
analogy intended to Mr. Charles E. Wilson. 

Senator Auiorr. I was going to say I would not think you would 
want to mention a dog here. 

Senator Doucuas. I was attempting to use Mother Goose. 

Mr. Brepuorr. Senator Douglas, as our final witness we would like 
to present Mr. James Robb, chairman of the union’s Continental Can 
negotiating committee. He has a short statement to read. 
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STATEMENT OF JAMES ROBB, DIRECTOR, DISTRICT 30, UNITED 
STEELWORKERS OF AMERICA, CHAIRMAN, UNION’S CONTINEN- 
TAL CAN CO. NEGOTIATING COMMITTEE 


Mr. Ross. Senator Douglas and members of your committee, my 
name is James Robb. Iam director of district 30 of the United Steel- 
workers of America and by virtue of that office a member of the inter- 
national executive board of the union. Among other duties assigned 
to me, I am and since 1949 have been chairman of the union’s Conti- 
nental Can Co. negotiating committee. 

The United Steelworkers of America represents bargaining units 
with over 13,000 employees, both production and maintenance and 
clerical, in 33 Continental Can plants located all over the United 
States. 

Since the development of the insurance and pension plans has been 
described, I need not go into detail as to the benefits which have from 
time to time been provided. Rather, I should like to emphasize the 
aspects of the plans which have been of particular interest to the em- 
ployees represented by the United Steelworkers and briefly to indicate 
the reasons for our interest in those particular aspects of the plans. 

Before mentioning these matters of collective bargaining and con- 
cern, I should like to ) emphasize the way in which bargaining about the 
plans began. As Mr. Klint has pointed out, the insurance plan was 
initiated almost 20 years ago by unilateral action of the company. 
This initial plan covered only life insurance. 

During the wartime period, again by unilateral action, the plan was 
extended. to cover not only benefits payable upon death, the amounts of 
which were doubled, but also sick and accident and hospital and surgi- 

cal benefits for employees, and hospital benefits for dependents. 

It was not until the postwar period that we became concerned about 
the insurance plan. In general, the union wanted to assure, through 
express provisions of collective bargaining agreements, that these 
plans would be continued. In the specific case of Continental Can, 
the cost to employees with covered dependents was more than $4.50 per 
month, in relation to contpensation much larger then than now; and 
certain important benefits were not applicable to dependents. 

In our 1947 negotiations we proposed that there be an elimination 
of employee contributions and an increase in benefits. The result of 
our proposal was the elimination of the employee contributions and 
an assumption of the entire cost burden by the company and, equally 
important, the incorporation in the collective bargaining agreement 
of a social insurance paragraph committing the company to the in- 
surance plan. 

It is of some interest that our notes of these 1947 negotiations indi- 
cate that, for our bargaining units as a whole, a value of 1.6 cents per 
hour was assigned to the assumption by the company of the employee 
contributions. To emphasize, the first concern of the union in this 
particular development was the elimination of the employee contribu- 
tions and a contractual basis for the insurance program. 

At the next stage our emphasis and interest had to do with benefits. 
The hospitalization and surgical benefits, you will notice, were in 
the form of indemnities. We thought the life insurance benefits ade- 
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quate—they are still substantially ahead of the basic steel industry; 

the sick and accident benefits were, at many levels of compensation, 
ahead of the steel industry’s, but we were finding that the hospital 
benefits were falling increasingly short of the amounts required for 
payment of the bills which our members incurred. More than that, 
for employees in the lower-wage brackets, the sick and accident bene- 
fits were lower than in the steel industry. 

We sought and were able to secure substantial improvements in these 
benefits in 1949. The hospital benefit for employees was increased 
from $5 to $8 a day and for dependents from $4 to $7 per day; the 
surgical benefits were extended to cover dependents’ as well as em- 
ployees, except for the maternity benefits; and the lower sick and 
accident benefits were raised. 

In common with, I think it fair to say, all the insurance plans in 
this country providing benefits based on dollars rather than service, 
the substantially increased benefits negotiated in 1949—with a re- 
duction in the qualifying period from 12 to 6 months, exc ept for life 
insurance, effective on June 1, 1950—fell progressively short of meet- 
ing the full costs. 

Unlike the basic steel insurance and pension agreements, the master 
Continental Can agreement of 1949, in which the insurance and pen- 
sion plans were a section, ran for a period of 2 years rather than 5. 
We were, therefore, able to secure substantial changes in the benefits 
as of August 1952. Again our main problems had to do with the costs 
of medical care, which had been i increasing rapidly. 

Despite the increases in medical expense insurance effective in 1952, 
we had precisely the same experience in the succeeding 2 years that we 
had in the period after 1949. The main burden of the 1954 negotia- 
tions, therefore, took the same direction as the negotiations in 1949 
and 1952—the cost of medical care. 

All of this leads me to one simple observation. The most difficult 
problem in the insurance field today is the problem of medical care. 
We have been exceedingly fortunate in our dealings with Continental 
Can to have an employer appreciative of the problem and willing to 
spend substantial amounts—and the total expenditure for this plan 
now averages $160 per employee per year—to help the employees meet 
these costs. 

Senator Doveras. May I raise a question here? This cost of $160 
per employee includes the cost of dependents, does it not ? 

Mr. Ross. That is the total cost. 

Senator Doveias. So that the system of benefits in which the medi- 
cal benefits could be limited to the wage earner would be appreciably 
less than this? 

Mr. Kurnr. May I hear that question again ? 

Senator Doveias. That is, if the medical benefits and surgical bene- 
fits were restricted to the employee only, the cost would be appreciably 
less ? 

Mr. Kuinr. That is true. 

Senator Doveras. Do you have any figure as to how much it would 
be? 

Mr. Kurnt. I do not have that available at the moment. My off- 


hand opinion would be that there would be possibly a one-third reduc- 
tion 1n cost. 
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I would like to make one further statement, if lL may. It is ow 
opinion that the cost per year per employee is higher than what Mr. 
Robb has stated. 

Senator ALLorr. This $160 that you have given as your estimate 

Mr. Ross. That is what we say as the average. 

Senator Attorr. That includes disability also and pensions / 

Mr. Ross. No. 

Senator Attorr. This is just the group / 

Mr. Ross. Just the group insurance. 

Despite these efforts we have not been able to catch up with the 
rising costs, and I think there is substantial doubt as to whether the 
best approach to the problem is that of cash indemnities. It seems to 
me that the experience at Continental Can shows clearly that, despite 
the great interest of the company in working with its employees; de 
spite excellent administration; despite exceeedingly competent and 
economical insurance arrangements: and despite the most scrupulous 
honesty in administration, we have had less than completely’ satisfac 
tory results because of the emphasis on cash rather than on service. 

It is my conviction that only when we achieve service benefits ably 
managed will we be able to catch up with the will-o’-the-wisp which 
we have been pursuing so assiduously for these 6 years. 

Senator Doug as. What do you mean by service benefits as distin 
guished from the cash benefits / 

Mr. Rors. The complete service payments of your hospital and med- 
ical costs, Senator. 

Senator Doveias. You mean absorption of 100 percent of the cost / 

Mr. Ross. One hundred percent of the hospital and medical costs 

Senator Douce tas. Have you found that medical and _ hospital 
charges have increased to members of vour group after these pro 
visions have been made ? 

Mr. Ross. The need every year means we have to have increased 
hospital expenses. I think you have the record on that, do you not / 

Senator Dove as. Wage scales increase, too. But have you felt 
that these insurance provisions have encouraged the hospitals and 
the doctors to raise their fees and charges / 

Mr. Greenserc. May I attempt to say this with regard to the hos- 
pitals. I think the situation is different as between the hospital 
problem and the surgical problem. I think it fair to say that, by and 
large, hospitals do not make any profits. In fact, they have a con- 
siderable difficulty making ends meet. 

So that when a hospital i increases its charge for room and board, 
myself would not look for evidence that they had found someone’s 
insurance program. But I would rather guess that their costs had 
increased, as most properly they should have, because we all know that 
wage scales and salary scales in the hospitals have sh rather low 
these last several years. 

On the question of medical care, however, there is another problem : 
and on that score I think I could give you an entirely different answer. 
It has been our experience, our s ad experience, that each time we have 
increased the amount of money payable under the surgical schedule, 
surgeons and physicians have increased their charges to the employees. 
I might give you an example of what goes on. 

Five years ago, if we provided $25 for the removal of tonsils and 
adenoids, we would have met the then current cost or the then current 
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charge by physicians for that procedure. So, as a result of that, I 
think you will find that the 1950 agreements quite commonly provided 
$25 for tonsillectomies. Not very long after that we began to discover 
that the charges were no longer $25, but $35. 

You will observe in many, many agreements the surgical reimburse- 
ments were increased to $35. Then the cost went up to $50. 

I have heard of this preposterous situation, that surgical schedules 
in California have been increased from a maximum of $200 to $500, 
and still the surgeons charge above what is provided in the schedule. 
To my mind that is a major reason why we have had an interest in 
the Blue Shield plans and in such plans as HIP in New York, the 
Chrysler health plan in California, and other similar plans through- 
out the country. 

Under those plans, and under the Blue Shield, it is possible to make 
arrangements whereby either without income limitation or at some 
income limitation the physician agrees to accept as payment in full 
the amounts provided by the schedule. 

In the State of Pennsylvania, for example, we provide $40 IT think 
for a tonsillectomy under our Blue Shield schedule. That $40 will 
be accepted by the Blue Shield physicians in Pennsylvania as pay- 
ment in full for that operation if the employee has a family and his 
income is less than $4,000 a year. 

There is another schedule in Pennsylvania which provides a pay- 
ment of $60 which will be payment in full for employees with families 
having an income of less than $6,000 a year. 

I think illustrative of the problems that we run into is the Jones & 
Laughlin situation where the Metropolitan Life Insurance Co. pro- 
vided identical benefits with those provided by the Blue Shield. 
They had been our carrier for many years and we wanted to give them 
an opportunity to carry the same schedule, the surgical schedule. We 
thought perhaps there might be a saving of money involved. 

Last year we were forced to switch from the Metropolitan to Blue 
Shield because the same physician who would accept the Blue Shield 
schedule as payment in full would not accept that identical payment 
from the Metropolitan as payment in full. 

So I feel we had no choice, and I think our decision there was the 
only one that we could make—even though there may be some ques- 
tion as to whether or not Metropolitan might not have charged per- 
haps 10 or 15 cents a month per employee less than does the Blue 
Shield. 

Senator Dovc.as. It raises many questions for consideration. 

Mr. GreenserG. We think that there are many questions in this field 
which cannot be controlled, which require the use of discretion and 
judgment, which on the surface may to a layman not appear to have 
been well advised; but if you search deeper you will find that it was 
based on the facts and on the basis of informed opinion. 

I do not think that there is any phase, not even excluding the phase 
of commission payments, which can be handled by a shotgun treat- 
ment. The United Steelworkers of America is not opposed to the 
payment of commissions. We never asked Walt Klint what he paid his 
salesman. We felt that his salesman was entitled to a commission. 
What it ought to be, we do not think we are qualified to say. We 
think that it is appropriate that salesmen be reimbursed for their 
efforts. 
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No doubt there are problems which arise because a dishonest sales- 
man will offer somebody perhaps a portion of his commission, some- 
thing that is strictly illegal—one that could result in his being dropped 
from service by the assigned company. 

Yet I have no doubt that it is being done. But I would hesitate to 
say that because that is being done, I knew what commissions or 
who should receive a commission for the sale of an insurance policy. 

Senator Dove.as. But you do emphasize disclosure / 

Mr. GREENBERG. Yes; yes, we did. Although as Mr. Latimer 
pointed out a few moments ago when we first started we did not want 
disclosure. We did not want to know who got those commissions 
so that temptation could not be put in the way of any one to approach 
those people. 

Frankly I do not know who got the commission in United States 
Steel. I know it is very small, but I do not know who it was. I think 
that that was good. 

But now, as has been revealed—as Mr. Latimer so ably stated be- 
fore—various investigating committees have shown that there has been 
some dishonesty in the payment of these commissions. We have 
changed our vicw on it. 

Senator Dovueias. You do not blame the investigating committees, 
do you? 

Mr. GREENBERG. No, sir. 

Senator Dove.as. That is, you are not saying that the investigating 
committees are un-American by going into these matters; are you / 

Mr. GreensBerG. No, sir. I think they have done a great public 
service. 

Senator Doucenas. I want to get that clear, because certain charges 
of a similar nature have been made in connection with another com- 
mittee. 

I have no more questions. I want to thank you gentlemen for 
coming. You have given us not only an informative morning, but I 
think you have made a real contribution to a partial solution of this 
very difficult, but very important, subject. Thank you very much. 

We will now be in recess until 2 : 30 this afternoon. 

(Whereupon, at 12:35 p. m., the subcommittee recessed until 2:30 
p- m.) 

AFTERNOON SESSION 


(The subcommittee reconvened at 2:40 p. m., Senator Paul H. 
Douglas, presiding. ) 

Senator Doug.as. Gentlemen, we are very glad to have you here 
this afternoon. I understand you are going to testify about the opera- 
tion of the welfare and pension plans of the American Motors eo 
under contract with UAW, CIO, that Mr. Pollack is appearing as a 
representative of the UAW, and Mr. Everhardus and Mr. Cooper 
are representatives of American Motors. 

Do you have an order of procedure which you have agreed on? 

Mr. Pollack, will you lead off ? 

Mr. Potiack. Thank you. 

My name is Jerome Pollack. I’m employed by the International 
Union, United Auto Workers, CIO, in its social security department. 
Early in 1949, when the union began its first major drive of collective 
bargaining for pensions, insurance and health plans I was engaged 
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to help formulate and negotiate such programs. Before coming to 
the UAW, I had been employ ed for 7 years by the Railroad Retire- 
ment Board, which operates a comprehensive social-insurance pro- 
gram in the railroad industry. 

Since then I have participated directly in the establishment of a 
great many negotiated welfare plans, one of them is the American 
Motors insurance plan, which you have under study today. 

I would like to address myself first to some observations about 
UAW experience in the welfare field in general, and then to draw 
on American Motors as case material. 

Senator Dovetas. Do you have a prepared statement? 

Mr. Pouiack. I regret that I don’t have a prepared statement. 

Senator Dovetas. That is all right. 

Mr. Potiack. Today there are close to 50,000 members of the 
union who have been awarded retirement annuities under pension 
plans negotiated by the union. We regard this as a signal achieve- 
ment. Such plans cover over 1 million members of the union. 

The UAW wanted these pension plans to be funded. The trust 
funds established under them probably amount to over $500 million 
at this time. These funds are held and invested by qualified banks 
and trust companies. The pension plans themselves, as distinct from 
the funds, are jointly administered by the union and by the companies 
involved. 

[ would like to concentrate this afternoon on another phase of the 
union’s programs, the health and insurance programs. <A recent sur- 
vey of almost 2,000 different plans of this variety, covering over 
1,400,000 employees and their dependents, indicated that benefit pay- 
ments under these programs now exceeds $15 million monthly. 

Senator Dove.ias. Are you speaking of UAW plans now ? 

Mr. Potitack. UAW negotiated plans. 

Senator Dovetas. $15 million monthly ? 

Mr. Potiack. That is right. 

Under most of these plans, no trust funds are established. Instead, 
the employers contribute directly to the insurance companies or to 
prepayment plans. In some instances the employers pay a fixed con- 
tribution and the employees pay the rest. In others, the employees 
pay a fixed contribution and the employer pays the rest. In some, 
employer and employees each share one-half the cost. A few com- 
panies pay the entire cost. We are trying to increase their number. 

It is important for the work of this committee to review not only 
trust funds established, but also welfare arrangements of the type 
which I have described. Failure to do so would exclude from consid- 
eration employee-benefit plans involving such distinguished and im- 
oe companies as General Motors, Ford, Chrysler, American 

Motors, and many others. 

Not since the passage of the Social Security Act of 1935 has there 
been an expansion in programs for economic security comparable to 
the upsurge of collective bargaining for workers’ security in recent 
years. In many respects the rise of collective bargaining for pension 
plans and for hospital, medical, disability, and death benefits was 
more rapid than the inauguration of our national social-security sys- 
tem, and posed more complex administrative problems. 

The venture into disability and health insurance involves a much 
greater range of underwriting and adjudicative problems than in- 
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demnity programs providing cash benefits in old age, and on death, 
and during unemployment. 

One important consequence of the present preference for meeting 
such needs through voluntary insurance arrangements is that instead 
of resorting to Government for housekeeping, supervision, and the 
administration of such plans, and instead of drafting into use the 
experience accumulated under the virtually scandal- free Federal and 
State social insurance plans, many thousands of new arrangements 
had to be made, often by inexperie need people, involving hundreds of 
different insurance companies, prepayment plans, other carriers, and 
occasionally self-insurance. 

A vast network of new procedures had to be set up for originating 
maintaining, and terminating insured status; for receiving e mployer r 
and employee contributions; for selecting and evaluating available 
forms of protection; for receiving and handling complaints; for issu- 
ing information on the programs; and for many other related fune- 
tions. 

In many situations new responsibilities were thrust on persons who 
had never before had to make such decisions as to whether on the basis 
of available evidence an individual was or was not permanently and 
totally disabled, whether an individual is unable to perform any and 
every one of the duties of his occupation, and so forth. 

Some welfare plans were elaborately drafted, embodied detailed 
trust agreements and eligibility rules, made provision for sound ad- 
ministrative controls, adequate recordkeeping, periodic auditing, fidel- 
ity bonding, and so forth. Others were hastily set up and informally 
run. 

The personnel drafted to administer these programs came from a 
great variety of sources. Some had transferable experience, and 
others had none. In the new setting, past experience of the wrong 
type was a common drawback. Some so-called consultants in this 
field, for example, were actually brokers who, in influencing decisions 
as to benefits and carriers, were faced with a behind-the-scenes choice 
between an insurance company paying a larger and one paying a 
pra commission, and between insurance companies which in gen- 

‘ral pay commissions, and certain hospital and medical service plans 
wah do not. 

To paraphrase Bernard Shaw—this is from memory, if I may— 
there is no calculation that an engineer can make with respect to a 
girder under stress that is more certain than that the outcome of such 
consultations will favor greater remuneration for the consultants. 

I have seen analyses by such consultants offered to management and 
labor alike, that give the appearance of competitive bidding, but 
which fail to protect the purchaser’s interest in the matters of reten- 
tion, and which exhibit definite hostility toward hospital and medical- 
service plans that do not pay commissions. 

Union negotiators found that the scope of their jobs had suddenly 
been broadened to include such unfamiliar matters as level versus pay- 
as-you-go funding, and what percentage of needed bed days of hospi- 
tal care was covered by a plan during 31 days of benefits. Employers 
who had formerly paid little attention to preexisting employee benefit 
plans suddenly found them to be a major demand in collective bar- 
gaining. 
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Many companies entered into this new field of bargaining less pre- 
pared than the unions. I do not want to go into detail in showing 
why the earlier unilateral plans offered no model that could well be 
followed. There were many grounds for criticizing these earlier 
plans. I might say, perhaps, that while labor had little or no voice 
in them, management too was generally passive in its participation 
in these programs. The late director of industrial relations of the 
Nash-Kelvinator Corp. indicated that his interest in this field began 
when it was brought into collective bargaining. 

I don’t want to revive the history of misrepresentations that used 
to be made as to cost and as to the extent of employers’ contributions. 
What is significant, I think, is that the retention on many of these 
earlier policies was so high as to reflect very little interest and little 
effort to provide the most economical available protection to the em- 
ployees. In one situation of which I have direct personal knowledge 
the injection of the union brought about a reduction in the retention 
from 14 to 7 percent. 

Given the administrative problems which faced the vast number 
of newly established programs, it is quite possible that related to total 
exposure, and despite recent disclosures, the actual incidence of cor- 
ruption and abuse may be so small as to constitute in fact a tribute to 
the prevailing high humanitarian aims which animate welfare pro- 
grams. 

However, there have arisen recently charges of corruption, of 
racketeering, and of abuse. These disclosures are profoundly dis- 
turbing. The United Auto Workers, the CIO, and most other labor 
groups are determined that wherever abuses exist, they should 
promptly be wiped out, the offenders punished, and preventive steps 
taken to assure the honest and economical administration of welfare 
plans. 

To that end an examination of the American Motors insurance plan 
should prove constructive. 

It is gratifying to see this subcommittee is examining not only plans 
that are suspected of abuse, but in reviewing the American Motors 
plan and the Continental Can plan this morning, it is paying attention 
to welfare plans that are soundly established and well administered. 
It is no less important to identify and reinforce the techniques that 
have contributed to proper administration, than to detect the de- 
ficiencies in the poorly administered plans. 

There is in fact a definite danger that sensational charges which 
exaggerate the incidence of abuse will hurt the development of wel- 
fare plans which in many instances afford workers the only source 
of economic security against the costs of hospital and medical care, 
or the only source of income during a disability that may be available 
to them today. 

The tendency to investigate situations where known abuses exist, 
and to draw generalizations from them concerning all welfare plans, 
has resulted to some extent in a distorted picture of the actual opera- 
tion of welfare plans. One such examination was made by the New 
York State Insurance Department. 

Starting with its very title, this investigation reveals a demonstrable 
lack of objectivity. The title is “Whose Welfare?”, which apparently 
questions whether welfare funds are being run for the welfare of the 
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beneficiaries, or of some other parties, presumably the officials. Per- 
haps too much poetic license was allowed in choosing a sensational 
title for what should have been a technical report. Nevertheless, the 
tindings did not support a general implication that welfare funds are 
not being run for the welfare of their beneficiaries. 

What is lacking in the New York report and needed in any proper 
investigation is a careful sampling of plans by type, by industry, by 
size of establishment, and by the other relevant variables, so that the 
incidence of abuse can be more effectively diagnosed and treated. 

The plans included in the New York investigation were, as the 
report says: 

In some instances selected at random, others were chosen because the Depart- 
iment had received specific complaints or had reason to believe that irregulari- 
ties existed. 

While the report is careful to delineate that only a few insurance 
companies pay excessive commissions, it shows far less restraint in 
making sweeping statements about union health and welfare funds. 
A study that is technically deficient is likely to result, not only in 
an invalid estimate of the total situation, but it may well be unable 
to detect corruption where it exists, and is almost certain to fail in 
prescribing workable corrective measures. 

I want to turn now to the American Motors plan, specifically. In 
discussing this plan I will concentrate on the Nash-Kelvinator Divi 
sion, a plan in whose negotiation and establishment I actively partici- 
pated, along with the gentlemen who sit at this table. In its present 
form the plan was the outcome of the 1951 collective-bargaining nego- 
tiations. 

The union, in these negotiations, proposed to the company that a 
trust fund be established, and that it be jointly administered by the 
company and the union. The company opposed the establishment of 
a trust fund. In the course of bargaining, a compromise resulted 
in which it was agreed that a joint committee would be established 
and empowered to select the carriers, to determine the types of cov- 
erage, that would have jurisdiction in the matters of settling with the 
carriers the premiums, the retentions, the benefit specifications, the 
employee contributions, and would be able to make a review of griev- 
ances of contested claims. 

The corporation was to hold such policies as would be selected by 
the joint committee. It was to maintain an account, rather than a trust 
fund, and it was to receive dividends from the carriers to be used only 
to provide additional benefits or to reduce employee contributions as 
determined by the joint committee. 

The claims administration was to be the responsibility of the car- 
riers chosen, and the day-to-day administration was to be conducted 
by the company. The joint committee was to get an accounting of all 
financial transactions and to be completely informed on the ‘cost of 
the insurance and on related matters. 

How the carriers were selected in this situation is perhaps a classic 
in the history of group insurance. 

It was an experiment. Invitations were sent to as many as 118 car- 
riers. 

I might interject here the question: Why was there a solicitation ? 

Well, there was a difference of opinion. One party proposed a 
plan with a 9 percent retention. The other party thought that a lower 
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retention could be obtained. This is a matter of history, and no 
rancor exists between the parties on this point, I am sure. 

The invited carriers were objectively chosen. They were, every 
company, recorded in a standard insurance registry as writing group, 
accident and health insurance, and having assets of $5 million or more. 
It was felt smaller companies would probably not be able to insure 
a risk of the size involved. And they included the applicable Blue 
Cross and Blue Shield plans. 

The committee met for 4 days to analyze the 25 proposals which it 
received. Thirty-two companies had declined, and 61 either did not 
acknowledge the invitation or did not bid. 

The bids were submitted in writing to the company and the union 
technicians. 

We asked the insurance companies not to make any personal ap- 
pearances. However, I might say, there was evidence of agents on 
the periphery, but the process that we used precluded any agent, or 
even a committee member, from controlling the situation. 

In fact, the bids were evaluated according to standards that had 
been agreed upon in advance, and these standards included con- 
formity to specifications, ac ceptable eligibility provisions, and absence 
of undesired restrictions. The most important criterion was the 
offer of acceptable benefits at lowest net cost. 

A number of the bidding carriers were eliminated as failing to com- 
ply with these standards. 

Further hearings were then held with representatives of the remain- 
ing carriers. A protracted analysis, which went into late hours, and 
frayed tempers I might say at times, although we ironed these mat- 
ters out, convinced the committee that a combination of three carriers 
offered the best available protection at lowest cost. 

One carrier was chosen to underwrite the life insurance, another 
the weekly temporary disability and surgical benefits, and a third to 
provide hospitalization protection. 

What is especially significant about the outcome is that the joint 
committee was unanimous in its acceptance of this program, and that 
its recommendations were unanimously adopted by the union and by 
the management bargaining teams. 

It was possible to explain to the membership, and to anyone else 
with a legitimate interest, ex: 4 how the choice had been made and 
why the outcome was as it wa 

The actual insurance aapeaty retentions were regarded as reason- 
able, and the union left these negotiations with the conviction that it 
had made progress in evolving a satisfactory method of purchasing 
insurance. 

We felt that we had found a valid way to buy insurance, at least 
for large groups. 

We believe that where there is competitive bidding, by a valid 
cross section of the carriers capable of insuring the 1 ‘isks, and where 
such bids are objectively analyzed, and where the carrier offeri ing the 


best terms is chosen, that the possibility of corruption is minimized. 
We believe that wherever benefits are jointly purchased by labor 
and management, with active participation by both parties, the 
possibility of corruption is negligible. 
We believe that it is extremely difficult for anyone to corrupt the 
entire bargaining team of labor and management, and virtually im- 
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possible where the proper procedure is used. There may be individ 
uals on either side that may be prevailed wree to support a given 
carrier for improper considerations, but we believe it is extremels 
unlikely that anyone could get the whole negotiating team to support 
them. Other members are usually quick to suspect individuals who 
harp on the virtues of a particular carrier, and no one can effectively 
support a carrier who proposes to charge more than the best v: alid, 
worthwhile competitive bid. 

It would be misleading, however, not to state the limitations of this 
procedure. First, in nonexperimental situations, the large number 
of invitations, and the need to review a large number of bids is gen 
erally not feasible. Even in American Motors, the procedure taxed 
the time, the resources, the patience, and sometimes the cumulative 
knowledge of the group. 

Moreover, the approach suggested that there might be a simple 
arithmetical answer lying at the end of this bid ling-review process, 
and asa matter of fact there was not. 

Senator Doveias. There was not / 

Mr. Potiack. There was not. For example, some carriers had to 
be rejected because in the jargon of group insurance they were at 
tempting to “buy the business.’ 

As you undoubtedly know, there are some carriers, generally less 
reputi able ones, who make a practice of offering insurance at pre 
miums that are below any reasonable expectation of a stable rate for 
the situation. 

Let me just add an example from memory. 

People who buy temporary disability insurance of a nonoccupa- 
tional sort are likely to pay, if they have a group that is not unduly 
old, and with a reasonably small percentage of women, 77 cents per 
*10 for a 26-week benefit that begins after the 7th day of disability 
for sickness, and at the first day of accident. 

Now, we have seen groups that after years of experience generally 
justify something like a 77/-cent premium. That is, their actual net 
cost may amount to 85 to 90 percent of these premiums. On the other 
hand, we have seen companies in the very same situations offer to 
cover the same benefit at a bid of 62 cents, which we know is absurd. 

We know that that bid will not stand up over a few years, that it 
would mislead the group, and we have to reject it even though it looks 
like the best bid. 

Senator Doveias. How do you account for such a bid being made / 

Mr. Potxack. | believe that the companies who make such bids 
intend to raise the premiums later on and expect to be retained. 

The persistency rate in such situations is pretty good. 

The carrier calls the people together and says “We gave you last 
year the best bid you could get. “We were re: ally trying to help you. 
Now, your experience shows that the cost was higher, “and we must 

raise the rate.” 

It often happens in a situation like that, that the ultimate premium 
is higher—the ultimate cost is generally higher—than it would have 
been if a proper premium had been established with a more reliable 

carrier. 

Mr. Leece. That particular carrier you are speaking about was 
bidding on the basis of the same estimates and claims as were those 
carriers bidding 77 cents / 
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Mr. Potiack. We sent a printed letter to the carriers. They all 
had the same information. Yet some offered cut bids which, in the 
Nash-Kelvinator situation, simply would have been insufficient to 
cover the risk, and we had to reject those bids. 

Another qualification concerning competitive bidding that the com- 
mittee must certainly consider was brought out this morning. A re- 
solicitation is not the answer to all problems. There must be a valid 
reason for the solicitation. We do not want to change satisfactory car- 
riers in order to give some agent a new first year’s commission. 

In addition, the committee must recognize the fact that to be suc- 
cessful in competitive bidding there must be provision for competent, 
careful, and expert evaluation of the bids, a situation that very often 
does not exist. 

In an unsupervised solicitation, competitive bidding may offer un- 
warranted advantages to just those carriers that attempt to buy the 
insurance. 

There is also a danger in oversimplifying the issues in our thinking 
about competitive bidding. The process tends to favor a one-carrier 
decision, when in fact greater economy may result by the use of sev- 
eral carriers, particularly those specializing in such risks as hospitali- 
zation and medical service plans. 

I would caution against the general conclusion that packaging is 
necessarily in the best interest of the beneficiaries. 

The experience in the American Motors situation was that because 
claims and dividends may be pooled by a single carrier, the premiums 
for specific coverages may by that process be distorted. Dividends 
of unexpended life-insurance premiums, for example, may be used 
to subsidize an excessively costly hospitalization benefit. 

It was concluded in our analysis of the bids that on the basis of past 
experience a group could expect to have an average or higher than 
average hospitalization cost. 

As a result, the choice of Blue Cross plans, which have on the aver- 
age a smaller operating expense than commercial carriers—in such 
plant as Michigan, with operating expense of less than 5 percent— 
would offer more economical hospitalization protection for this 
group. 

On the other hand, if the hospital experience had been shared with 
life insurance, for example, the result might have been to drain the 
life-insurance dividends in order to subsidize a higher than necessary, 
or uneconomic, hospitalization cost. 

Moreover, many unions believe that in hospitalization and in medi- 
‘al service plans, communitywide rating is preferable to experience 
rating for each individual group. Otherwise, the cost to cover groups 
that have many older people might become prohibitive. Recently, 
we have begun to cover under our plans our retired workers. We 
want these retired workers to be covered. 

We also recognize, of course, that in competitive bidding the in- 
cumbent carrier has a very definite advantage. He is able to offer 
life insurance at lower rates than would be required of a new car- 
rier by statute, and he also, having paid the initial acquisition cost, 
is very often able to offer the best terms. 

The notion of competitive bidding may oversimplify the position 
of the group with respect to reserves that have been accumulated under 
previous coverages. 
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We also found that some carriers guarantee retentions while others 
estimate them. The more reput: able carriers tend to live up to their 
estimates conscientiously. There are some that overestimate premi- 
ums to an extent that is preposterous on the face of the known facts. 

So that we have had some difficulty of that sort. 

To complete the account, while we feel that essentially the answer 
lies in the competitive bidding approach, with the re fineme ‘nts that 
I have indicated, we should also recognize that the insurance plan 
that we are now discussing isa large one. It has an estimated annual 
premium on the order of $3 million and, as a result, carriers were and 
are in general willing to bid with some enthusiasm. 

We have found that on applying the same method in situations 
where the premiums were far smaller, the bids were less satisfactory. 

In fact, available coverages for small groups are often so unsatis- 
factory as to suggest the conclusion that this process is not workable 
in those situations. 

We have been trying to buy insurance for smaller groups through 
pooling arrangements. The increase in cost in smaller situations is 
more than is justified by the inherent differences in operation. Some- 
times there are spurious efforts to make similar benefits look tailor- 
made, and a failure to pool costs advantageously. 

We have urged the insurance industry to meet this problem, and are 
still exploring with many major carriers such arrangements. 

There are many difficulties which we face. 

The focal point of infection in the situations that we have directly 
observed is often the unearned large commission. 

I have no objection to a commission that is proper in amount and 
that is paid to an individual who sold the insurance, but a rather 

vigorous objection to the mandatory payment of commissions to per- 
sons who don’t earn them. 

Where the union and management have agreed on a scale of bene- 
fits, where they know all the policy provisions and go directly to the 

‘arriers, I believe that the savings in sales activity should be passed 
on tothem. Otherwise, in such situations, salesmen with large com- 
missions available to them, and no valid function to perform, will 
try to curry favor in one way or another. 

Agents who are willing to split commissions insist that the commis- 
sions have to be paid anyway. In some situations commissions are 
paid to an individual who has nothing to do with the sale. 

As a matter of fact, commissions are paid to individuals whose 
appearance at a meeting of the company and union would be regarded 
as an unconscionable intrusion. 

This subcommittee has published some of the commission sales in 
a large group, say one with $2 million premiums. The first year 
commissions for part-time work on the sale, made usually within a 
few months, would exceed the full-time annual pay of any staff mem- 
ber of the UAW, and any of its officers including its president. 

A differential scale of commissions might be the answer to some of 
these problems. 

Senator Atitorr. What do you mean by differential ? 

Mr. Potiack. One scale which would take into account situations 
where the agent has made the primary sale, and that should be a 
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generous or a proper commission taking the sales effort into account; 
possibly another scale in situations where labor and management have 
decided exactly what they want and where the sales activity is negli- 
gible. 

To explore the things that can be done: First, unions and companies 
can each do much more to educate their members and officials on the 
purchase of insurance and related benefits. 

We are all new in this field. 

Voluntary health insurance came to this country in 1932 with the 
establishment of Blue Cross; a few years later with the offer by com- 
mercial carriers of hospitalization protection and in 1939 with the 
inauguration of Blue Shield. We have not had very much experi- 
ence in this field. 

There is room for bulletins, handbooks, classes, and the like, to 
educate the union people, and management in the selection of carriers 
and in other ways, how to bargain for insurance, and other related 
matters. 

There is, secondly, great need for training programs for adminis- 
trators of welfare plans dealing with the essentials, and offering them 
practical help. For those needing immediate and advanced training 
there should be programs for administrators who wish to learn more 
about the contingencies covered, their incidence, actuarial methods, 
and the like, which would be very helpful. 

Third, there must be far more disclosure of information about bene- 
fits, costs, and operation of welfare plans. 

This is essential to the sound development of the plans. There are 
too many situations today in which essential information is withheld, 
even in collective bargaining. 

Finally, whether legislation is needed, and the kinds of legislation 
that might be considered are matters difficult to resolve on the basis 
of present information. 

A law requiring disclosure of data on the programs would probably 
serve a useful purpose if integrated into a program of further study 
of the problem. 

Beyond that it is very difficult to make any specific suggestions on 
the nature of legislation. 

Thank you. 

Senator Doveras. Thank you very much, Mr. Pollack. 

Senator Allott ? 

Senator Attorr. No. I have no questions at the present time. 
Thank you. 

Senator Doveras. Mr. Everhardus? 

Mr. Evernarpus. My name is Herman Everhardus. I am with the 
American Motors Corp., in the industrial relations division. 

I appeared here before the committee to supplement Mr. Cooper in 
the matter of whatever information he might need in regard to the 
negotiating of this plan. He is the technical expert on insurance; he 
is the manager of our insurance department, so I should like to 
turn the explanation of our health and welfare program over to Mr. 
Cooper. 

Senator Dovueras. Mr. Cooper, we are very glad to have you. 
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Mr. Coorrr. I am Mr. J. M. Cooper, insurance manager of Ameri- 

‘an Motors Corp. I would like to read a brief statement that 1 have 
prepared : 

During the collective bargaining in the spring of 1950 when the con- 
tracts were opened the union and management agreed to a 10-cent 
per hour package. 

Of this 7 cents was to be placed in a trust for pensions, 2.6 cents for 
insurance, and four-tenths of a cent for administration of the pen- 
sion program. 

In order to give the background I would like to involve naneeee 
here a little bit. The pension program has been administered by 
joint board of administration consisting of 2 members from the union 
and 2 from the company, with provision for an impartial third party 
to settle any disputes. 

It has been the function of the joint board to approve all adminis- 
trative policies, procedures, and rules and regulations for the opera- 
tion of the plan. 

These procedures are carried out through a central pension admin- 
istration department, and local pension committees at each of the 
plants. 

Local pension committees consist of 4 members, 2 each appointed by 
the company and the union. 

Local committees process individual applications for the pension 
benefits, and authorize payments from the trust. 

The plan provides for the selection of a trustee who shall have the 
right under the terms of the trust agreement to invest and reinvest 
the moneys in the trust fund created by the payment by the company 
of the 7 cents per hour. 

Administration at the local plant level is by local pension committee. 

The members of this committee serve without compensation from 
the trust fund, or from other funds that may be set aside by the com- 
pany for administration of the plan. 

Administration costs that are charged to the four-tenths of a cent 
per hour include items of salaries and direct overhead expenses of 
individuals working on the pension program. 

Based on past actuarial valuation benefits have been determined. 

Employees have been apprised of the pension benefits. An actuarial 
firm makes an evaluation—annually to date—to determine whether 
or not the fund will support the benefit structure. 

With respect to insurance: Following the’negotiations in which 
agreement was reached as to the amount American Motors Corp. would 
contribute toward employees’ gi oup insurance, a joint insurance study 
committee was formed. 

This committee was made up of labor and management representa- 
tives who were charged with the responsibility of recommending to 
the bargaining group certain insurance benefits, insurance carriers, 
and employee contributions. 

These employee contributions are arrived at by subtracting the es- 
timated income of 2.6 cents per hour contribution by the corporation 
from the premium charge made by the insurance carrier. 

The joint insurance study committee proposed specifications of bene- 
fits and eligibility rules that were submitted as specifications to various 
instrance companies and to the Blue Cross, Blue Shield type of serv- 
ice company. 
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_ The bids received were analyzed by the committee and recommenda- 
tions were made to the company and to the union. The insurance car- 
riers were mutually selected by the company union bargaining group 
and an insurance contract was entered into by the company with each 
carrier. 

Each subsequent year a new insurance agreement was entered into 
after mutual agreement on the insurance carriers and type of benefit. 

At the local plant level 2 members of the local bargaining com- 
mittee and 2 members of the local plant personnel department act as 
a committee to handle with the insurance carrier border-line insur- 
ance claims which are not settled under normal routine procedures. 

The operation of the program consists of: (1) The plant personnel 
departments enroll the employees in the group insurance program; 
(2) the payroll departments make payroll deductions from employees’ 
earnings; (3) payroll departments accept cash payments from eligi- 
ble insured employees who are on sick leave or lay-off for specified 
periods of time; (4) payroll departments of each plant deposit de- 
ductions and cash into a special corporation account; (5) payroll de- 
partments report all deductions and cash received to the central office 
insurance department—the employees’ contribution; (6) the payroll 
departments record the number of hours worked by representative 
employees, extend this by the agreed cents per hour, credit the special 
corporate account and report to the central office insurance depart- 
ment—that represents the corporation’s contribution; (7) moneys re- 
funded by the insurance companies as divisible surplus are credited 
to the same surplus account; (8) insurance department consolidates 
the reports of all plants and draws premium payment checks debiting 
this same special corporation account. 

Senator Dovueias. May we be clear on this? 

The insurance department of the company will pay the benefits ? 

Mr. Coorrr. No, sir; pays the premium. The plant reports the 
number of hours, extends it on the cents-per-hour basis. 

The plant also takes the employee’s contribution. Both of those 
amounts go into the account, and the central insurance department 
office 

Senator Dovcias. You are speaking of payments of premiums? 

Mr. Cooper. That is right, sir. 

Insurance department consolidates reports of all plants and draws 
premium payment checks debiting the same special corporation 
account. 

I shall continue with the next point in the operation of the program : 

(9) Corporation expense such as salaries and direct or overhead 
expenses of individuals working on this program are charged against 
this same special corporation account. 

The employee contribution is not fixed but can, and in fact has 
been changed as premium costs fluctuate. 

(10) The moneys are received from (a) the corporation (2.6 cents 
per hour) ; (6) the employee (the insurance company’s premium less 
estimated income from the corporation’s 2.6 cents per hour) ; and (c) 
the divisible surplus of prior years’ program. If this sum is insuffi- 
cient to pay the premium, the corporation then notifies the union. 

(11) Union and management meet to decide whether the employee 
contribution should be increased or benefits reduced. 

Failure to reach agreement after 30 days gives management auto- 
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matic authority to reduce benefits to a level that can be paid for out 
of the available funds. (This has never occurred.) 

(12) an accounting is made by management to the joint insurance 
study committee, outlining hours worked, corporation contribution, 
employee contribution, premium payments, claim experience, insur- 
ance company retention, divisible surplus received, and the corpora- 
tion’s administrative expense. 

The corporation contribution can be verified by the union group, by 
comparing it with the report of hours worked regularly compiled by 
the pension department for its own use, and whose records are subject 
to audit. 

Insummary : 

The pension program is administered jointly by the company and 
the union. 

The costs of this program are borne by the corporation (7 cents an 
hour). The administration costs are borne by the corporation ( four- 
tenths of a cent per hour). 

The employees have been advised of the benefit schedule, and the 
plan has been actuarially checked annually. 

Since the employer's contribution is fixed, the major variations 
occur in the area of employee benefits. 

The insurance program is administered by the company and the 
insurance carrier. 

The costs of this insurance program are borne by the corporation 
(2.6 cents an hour), and the employee (variable) 

This is a variable amount. The administration costs are charged 
to the insurance account. The employees have been advised of the 
benefit schedule and the representatives of the employees have been 
given a company report annually as to costs. The employer con- 
tribution is fixed and except for the first year, the ms jor variations 
occurred in the area of employee contributions. The union, of course, 
has the option of reducing the benefits in leu of increasing the em- 
ployee’s contributions. 

Senator Doucias. How much does it average, Mr. Cooper ? 

Mr. Coorer. Sir? 

Senator Doveias. How much has it averaged, the contributions of 
the employees, would you say ? 

Mr. Coorgr. Well, to come out with a statement as an average cost 
per employee, you have variations of dependency, and you have varia- 
tions of States. 

Senator Doveras. I mean average payments per hour that the union 
makes, or members of the union make, compared with 2.6 cents per 
hour for the management. 

Do you have an estimate as to what the union pays, or the employee 
pays! 

Mr. Coorer. It has varied each year. 

Mr. Potxacx. I am referring to the original estimates which ap yply 
to 1951. Sanco then costs have gone up. At that time the composite 
totaled $12.32 a month per employee. 

At that time, also, the oereny contribution of 2.6 cents an hour 
was estimated to generate $3.90 monthly, leaving a balance of $8.42 


to be made up pi artly from the surplus that had existed from previous 
years. 
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Senator Dove.as. About 4 cents per man-hour assuming a 2,000- 
hour man-year ? 

Perhaps something more than that. 

Mr. Coorer. That is the original point. Iam sure it is substantially 
higher now. 

1 would say 6 or 7 cents. 

Senator Douc.ias. Six or seven cents? 

Mr. Coorrr. That is a guess, if such is permitted. 

Senator Dovucias. So the major portion of the expense of the in- 
surance plan is borne by the employees, the total cost of the pension 
plan is borne by the employers ? 

Mr. Coorer. That is correct. The employees have been advised of 
the benefit schedule. Representatives of the employees have been 
given a company report annually as to costs. 

The employer contribution is fixed, and except for the first year the 
major variations occurred in the area of employee contributions. 

The union of course has the option of reducing benefits in lieu of 
increasing employee contributions. 

Thank you. 

Senator Doueias. Thank you. 

Mr. Everhardus? 

Mr. Everuarovs. I have nothing to add to what Mr. Cooper said, 
except the suggestion you made that possibly we left something un- 
answered there in respect to the role of the insurance carrier in this 
program. 

Mr. Cooper can probably explain that better than I can. 

Will you explain it to the committee ? 

Senator Doveras. Payment of benefits, related to the payment of 
benefits. 

Mr. Cooper. It is common among various industrial groups to 
handle what they call a self-administration of a program, whereby the 
employer has someone designated by the insurance carrier to sign 
drafts on behalf of the insurance carrier. 

Such is not true in our case. We have an organization in Detroit 
who administers the insurance program for the indemnity companies 
involved, not for the Blue Cross section which administers their own, 
but for the indemnity companies such as your life, your weekly bene- 
fits, and your surgical benefits. 

Senator Doveras. That is the cash benefits ? 

Mr. Coorrr. The cash benefits? 

Senator Dovenas. Yes. 


Mr. Cooper. That is all administered by a service organization, 
who receives the insurance claim from the employee and the employer, 
adjudicates the claim, and draws the draft against the respective 
insurance carriers and sends it directly to the employee. 

Senator Doveias. That is a somewhat unusual provision. 

What is this organization that does this? 

Mr. Cooper. By name it is Health Funding Corp., in Detroit. 

It is a service which can be done by any insurance carrier. 

Where you involve more than 1 carrier perhaps it is well to have that 
claim service centralized so you do not have to send your claim forms 
to 2 or 3 different organizations. 


Senator Dovetas. Is this an organization owned by insurance 
companies? 
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Mr. Coorrr. No, it is an independent corporate entity. They make 
their profit on the servicing of the account. 

Mr. Pottack. May I add a statement to that ? 

Mr. Cooper. Sure. 

Mr. Potiack. So far as the union is concerned, we wanted the 
carrier to handle claims, and regard that as one of his responsibilities 
that should not lightly be delegated. 

We don’t believe it valid, although we received offers in the course 
of the solicitation, to have ourselves or the company handle the claims. 

In this situation, Health Funding was designated by the carriers, 
and the union regards this as carrier administration of claims. 

Mr. Coorerr. It is that. You asked a moment ago the cost for the 
employee. If it will be helpful, in the year 1953-54, I am speaking of 
policy year, the employee contribution averaged $9.88 per man per 
month. 

Senator Doucras. Per man per month? 

Mr. Cooper. Yes, sir. 

Mr. Lerece. That is a variable figure, Mr. Cooper, depending largely, 
does it not, on what the amount of this divisible surplus that you 
spoke of happened to be each year? 

Mr. Coorrr. Yes. 

Mr. Leece. What disposition do you make of that divisible surplus? 

Is that applied against the premiums for the coming year? 

Mr. Cooper. The divisible surplus received this year for past policy 
years is placed into the insurance account of the corporation account- 
ing system, and is used to pay future premiums from that point on. 

“At any time it can be used to pay future premiums. Therefore, it 
directly reduces the employees’ contribution, it saves an increase or 
results in an actual reduction. 

Mr. Leece. There is a direct relationship then between this divisible 
surplus, the size of it, and the employee’s contributions? 

Mr. Cooper. Yes. 

Senator Doveras. Mr. Allott ? 

Senator Atiorr. Maybe I would like to take a rundown with you 
gentlemen. 

Of course the statement has been made by you—I did not get your 
name. 

Mr. Cooper. Cooper. 

Senator AtLorr. No, this other gentleman. 

Mr. Potiack. Pollack. 

Senator Atvorr. And by the gentleman this morning and it seems 
to be pretty well agreed that they are satisfied with the union handling 
the claims through their personnel department. 

Now, you have a modification of this here where you use a separate 
corporation whose business is to do just that and nothing else; is that 
correct ? 

Mr. Cooper. You can never pass on to anyone else, I don’t believe, 
the need of enrolling someone in a group insurance program by your 
personnel department, the mechanics of taking deductions from an 
employee out of his earnings and putting them into account and pay- 
ing the premium. That part of it I want to make clear is still an ad- 
ministrative cost of American Motors Cor p. 
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The other, the claim adjudication part, is the part that has been 
handled by the insurance carrier, and they have delegated this Health 
Funding Corp. to act in their behalf. 

Senator ALuorr. What do you think about situations in which we 
have had some statements where the employer does it in conjunction 
with “7 personnel department ? 

Mr. Cooper. I have no opposition to that. There may be situations 
where the employer can do it more economically, or more conveniently, 
than any other way. 

Mr. Pornack. May I add a somewhat different view? If the em- 
ployer does it, it should be under circumstances that assure the em- 
ployees that claims will be fairly handled, that a person who is ag- 
grieved will have an opportunity to have his grievance heard and dis- 
posed of, and the general—— 

Senator AtLorr. Mr. Pollack, if you are going into this type of 
benefits, where either the employee or the employer are contributing 
and buying certain “end” benefits, there is no incentive for the employer 
not to give the employee all that he should get, is there? 

Mr. Potiack. There may be an incentive if the employer gets the 
entire dividend, as is often the case. I don’t want to engage in 
psychologizing about motivations or incentives of employers. I 
I would say, on the whole, in situations where the employers have 
handled claims, they have done so fairly. 

Sometimes there are matters of interpretation, though, such as: 
Is a woman who is neurotic, disabled? Well, I will leave that to the 
sages, that is a tough thing to discuss. There may be a tendency in 
general to regard mental diseases as having less rank than demon- 
strable physical diseases. There may be differences of opinion. 

Senator ALttorr. What has been your experience in this fund with 
your joint control? Has it been satisfactory ? 

Mr. Coorrer. To my knowledge, entirely satisfactory. 

Mr. Potuack. Yes. 

Senator Axorr. Since you gentlemen both represent the opposite 
side of the table, do you believe that the statutes now in effect should 
be strengthened with respect to joint control, or weakened ? 

Mr. Cooper. I pass that to Mr. Everhardus. 

Mr. Evernarpus. We are really not in position to answer that. 
We can say in terms of our own experience it has been good. I per- 
sonally find no objection to the way we are operating. I believe it 
is a healthy situation from the standpoint of industrial relations to 
have the employees have some representation in the handling of their 
borderline cases. 

Very little of that—as a matter of fact, I don’t know that the com- 
mittee has met at any of the plants more than once or twice in the 
5 years of the plan, but the provision is there, and they get good claims 
representation. 

Senator AtLorr. You are speaking of claims now, are you 4 

Mr. Evernarvvs. Yes. 

Senator Atxorr. I’m speaking of joint control of the funds. 

Mr. Coorrer. The joint control, to be clear, if I may reiterate a little 
bit; the corporation controls the fund, but gives an annual report 
to the joint group, this joint insurance study committee. 
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When requested, we have even given quarterly reports, because of 
agreed knowledge that there is need to be concerned in watching the 
fund. We have gone beyond the annual report, and voluntarily. 

We want you to know the problem, and they certainly do, as well 
as we do, if there is a financial problem. So we have given annual 
reports. Whether you are calling that “control” is where I kind 
of deviate. 

Senator AtLorr. Maybe in the original instance I misunderstood 
what one of you said—was it the pension fund that was under a joint 
control ¢ 

Mr. Cooper. That is right. 

Mr. EverHarbus. A joint board of administration. 

Senator At.orr. Under section 302 of the Taft-Hartley Act, you 
know the provision with respect to the joint control of a fund, where 
a welfare fund has been established. 

I think the chairman, and certainly myself, and we have been here 
following these hearings for several days, are interested in how that 
law now is applicable, and whether it is working. You apparently 
have a situation where you have an active participation in your joint 
control. Do you have any suggestion where we don’t have an active 
participation, and a reluctance by, for example, the employer to exert 
control ¢ 

Mr. Evernarpvus. Not in our case. We are very much interested in 
maintaining our interests in both the pension and in the insurance 
funds. They are very similar in the way they are administered. 
I have heard and read in the preliminary report that there were sit- 
uations in which the employer had not demonstrated the type of in- 
terest that possibly made for better control of the funds, but in our 
case I believe we have taken a very active part in the administration, 
both of the pension and insurance funds. 

Senator Aiorr. Let me ask you a question, sir, because this is 
applicable to your point of view. Would you in any instance see a 
situation in which the union itself would administer its claims? I’m 
talking about claims for benefits—without it leading to practices which 
might not be so good. 

Mr. Potiack. There are many funds in which unions administer 
their own claims. These date back to probably the Greeks and the 
Romans. I was rather surprised that they still exist today, in more sit- 
uations than I thought of. I spent a few hours listening to a meet- 
ing of an employee welfare fund that I didn’t know existed. They 
had operated this small fund since 1937, had accurate reporting, and 
tried to do a conscientious job in administering claims. 

I will not try to avoid the issue. There are problems in having a 
union administer benefits, and deny benefits to people who feel that 
they are entitled to them. The experience has varied. Some unions 
have been very strict in administering claims. In some situations, they 
have been more strict than some insurers and employers who may 
have looked at a favorable loss ratio and not cared in specific instances. 

Our experience has varied. We have had some cases where the 
claims administration, too, was jointly handled. We have many sit- 
uations in which an employer or insurance company handles the claims, 
In general, we believe in joint administration. Other unions may 
differ from this. Now, we do not want to do those things that can 
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better be done by the employer, that properly should be done by the 
company, such as, for example, procedures that tie into the ordinary 
enrollment and employment procedures, because that would just be 
duplicative. But we do believe that there should be a joint review 
of contested claims, that there should be a joint selection of carrier 
or carriers, Where necessary, that there should be a joint determina- 
tion of policy language, and that there should be available jointly 
the information on the operation of the program. 

That is substantively what we want. 

Senator Atuorr. Thank you. We get back again to the matter of 
disclosure, Mr. Chairman. 

Senator Doveuas. Yes. 

Senator Auxorr. It is one thing that has popped up constantly. I 
appreciate your answers, all of you. 

Mr. Leece. I have a question. Mr. Pollack, as I understand it, the 
United Automobile Workers have in the neighborhood of 2,000 differ- 
ent insurance policies. An awful lot of those must be smaller groups 
involving small employers. What do you do in those situations? Do 
you pool your funds by one policy covering the employees of a number 
of different employers? 

Mr. Potiack. We tried to do that some years ago, and it was 
very difficult because it looked as if, instead of trying to get cheaper 
insurance by pooling small groups, it looked as if somehow we were 
involved in selling insurance. Our people were sensitive even at that 
time to possible charges against us, and the plan was not very 
successful. 

We have not pooled our groups, by and large, and now we are try- 
ing to do more pooling. Sur survey shows that in small situations 
the employees more often than in the larger ones do not have benefits 
or do not have a particular benefit. If they do have a benefit, 
they have lesser amounts of entitlement than under the larger situa- 
tion, and in some cases where they are able to get the employer to pay 
for the same benefit as in the larger situation, the employer has to 
pay more. 

We regard this as one of the major unsolved problems. We find it 
difficult to supervise the small situations, because they are so numer- 
ous and we have a small staff. That is where we believe the insurance 
carriers should offer a better arrangement than we now have. 

Mr. Leece. If I understood you correctly, then, they stand on their 
own two feet, the program of all these various employers represented 
in these 2,000 contracts that we speak of ? 

Mr. Potiack. They are separate. 

Mr. Lerce. Are they administered as jointly administered welfare 
trust funds, in the sense we treated them in our report, for instance? 

Mr. Potiack. Again, they vary. The great majority of them are 
probably not funds, but benefit arrangements. 

Mr. Lerce. Well, in those cases, does the employer handle most of 
the general administration ? 

Mr. Potiack. Yes. 

Mr. Leerce. Even in the smaller cases? 

Mr. Potiack. The employer or the insurance company. 

Mr. Leece. Do you have any programs, for instance, that involve a 
worker coverage of, let’s say, 100 people, something of that size? 

Mr. Potiack. A good number. 
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Mr. Lerce. In those cases you administer them generally the way 
the American Motors Corp. administers them, not through a board of 
trustees, but you adopt the pattern that you have in this case, for 
instance ¢ 

Mr. Potxack. That is right. That is the most common pattern 
in the DAW. 

Mr. Lerce. The reason I ask is that some of the problems that we 
have been faced with occur where you have a casual work force, people 
who move from job to job and from employer to employer, and in a 
good many cases the employer represents a small business enterprise. 
In some cases he is not even large enough to purchase group insurance, 
because of the applicable State laws. 

In some cases you have to have at least a group of 50 people. So 
most of those employers are forced to band together and insure their 
people under one centralized trust fund. And it is in that area where 
we have found most of our difficulty from an investigative stand- 
point. 

I am surprised to hear you say that you had apparently pretty good 
luck with administering that type of program in the fashion that you 
administer a program such as American Motors, which involves, as I 
understand it, 17,000 workers, or thereabouts. 

Mr. Potiack. I am sorry, T think I m: Ly have given you a mislead- 
ing notion. In the smaller situation we feel we do-not have a good 
arrangement. The competitive bidding falls down, because the range 
of bids is so narrow a the insurance company retention is so large 
as to negate the value of competitive bidding. The smaller employers 
in our industry have not banded together. Perhaps they felt the 
union would dominate a situation like that. One of the things we have 
been trying to do is encourage them, perhaps through a joint board 
on which they would have adequate representation and in which they 
could have confidence so that they could buy insurance on a pooled 
basis, but we have not been able to get really good terms of insurance in 
the small situations. We handle them, as in the Nash situation, but 
we don’t regard that as satisfactory. 

Senator Atrorr. Mr. Leece, I think, is interested more in the method 
in which it is handled, than he is in the competitive bidding part. 

Mr. Lrece. Yes. 

Senator Atxorr. In other words, the fact it is handled in the same 
general manner as you handle your American Motors. 

Mr. Potiack. The insurance problem is different, the administering 
of the funds is the same. 

Senator Dovenas. Are there any other questions ¢ 

( No response. ) 

Senator Doueias. We want to thank you very much for coming. 

Mr. Potiack. Thank you. 

Mr. Coorer. Thank you, sir. 

Senator Doveias. Tomorrow morning we will have a hearing on the 
A. F. of L. Painters and Decorators Welfare Fund of the Chicago, 
Ill., area, and tomorrow afternoon a session on the Cement Masons’ 
Institute trust and welfare fund of Chicago. And we meet tomorrow 
morning at 10 o’clock. 

(W hereupon, at 3:50 p. m., Tuesday, March 22, 1955, the committee 
adjourned to reconvene at 10'a. m. ,W ednesday , March 23, 1955.) 
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WEDNESDAY, MARCH 23, 1955 


Unirep Sratres SENATE, 
CoMMITTEE ON Lapor AND Pupiic WELFARE, 
SUBCOMMITTEE ON WELFARE AND PENSION FUNDS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
P-63, United States Capitol, Senator Paul H. Douglas (chairman) 
presiding. 

Present: Senators Douglas and Allott. 

Also present: William A. Leece, chief counsel and staff director. 

Senator Doveras. Gentlemen, we are taking up this morning the 
Chicago Painters and Decorators Welfare Fund, a jointly admin- 
istered plan between the members and representatives of Chicago 
Painters Union and the contractors and employers. 

We appreciate the way in which you gentlemen have come down 
here to testify about this plan, and ave think that we will have some 
constructive lessons for insurance in general. 

I am going to ask Mr. Leece, who is the chief counsel of the com 
mittee, and who studied this plan in some detail, to ask.a series of 
definite questions on 4 or 5 of the most important features, in order 
to bring those facts out. 

Then I would like to have comments, if I may, from the members 
of various groups, but first, I would appreciate it if each one of the 
four who are at the witness table would give their names and addresses 
for the record, and whom they represent. 

Mr. McCase. Robert R. McCabe, 26 North Long Avenue, Chicago, 
I]]., painters union. 

Senator Doueias. You are the union irustee ? 

Mr. McCase. Yes, sir. 

Senator Doueias, Or a union trustee / 

Mr. McCane. That is right. 

Mr. McCarrny. Hugh J. McCarthy, 111 West Washington Street, 
Chicago, Il. 

Senator Doveias. And you are the attorney for the union trustees / 

Mr. McCarruy. That is correct, Senator. 

Mr. Piewn. Iam Marshall A. Pipin, 135 South LaSalle Street, Chi- 
cago. [Tam attorney for the employer trustees. 

Mr. Scumipr. Louis L. Schmidt, 5524 Broadway. Employer 
trustee. 

Senator Doucias. And you are chairman of the board of trustees? 

Mr. Scumipr. Yes; I am, Senator. 
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Senator Doveias. Thank you very much. 

Mr. Leece, will you begin, and let us see if we can strip this case 
down to essentials so that we get at the main features. 

Mr. Lerce. What I would ] propose to do, Mr. Chairman, would be to 
develop, through these witnesses, some testimony concerning the origi- 

nal establishment of the fund and how these men, both as trustees and 
as counsel for the fund, met and solved some of the problems a 
typical jointly administered welfare fund meets in its operation. 

Senator Dovetas. I take it that this fund deals with one of the most 
puzzling problems; namely, you have large numbers of comparatively 
small employers, and an industry in which workers are employed on 
any one job for a comparatively brief period of time? 

Mr. McCase. That is correct. 

Senator Dovetas. So that the problems are much more difficult than 
in the case of large establishments where the workers are in a more or 
less permanent work status. 

We had two of that type of plan yesterday, and this is a very differ- 
ent problem and a much more difficult set of issues to deal with. 

Mr. Scumipr. That is right. 

Mr. Leece. Some of the problems that we might well discuss would 
be, of course, the collective bargaining agreement, the trust agreement, 
the business organization set up to administer and operate the fund, 
something on the benefit program. 

We would also treat the eligibility requirements and, finally, how 
these trustees met the problem of insurance. The fund, of course, 
arose as in the usual case, out of a collective bargaining agreement. 

With that as a start, Mr. McCarthy, I would like to have you discuss 
generally the circumstances which led up to the original establishment 
of this particular fund. 


STATEMENT OF HUGH J. McCARTHY, CHICAGO, ILL. 


Mr. McCartuy. Well, I would like to say, at the commencement, 
Senator Douglas, that Mr. Joseph Moenich, Mr. Robert McCabe, Mr. 
Charles Y oungblood, union trustees ; and Mr. Louis Schmidt, Mr. A. J. 
Craig, and Mr. Henry Dobbe, employer trustees, all of whom are here 
at the table, with the exception of Mr. Henry Dobbe, and Mr. Pipin, 
the attorney for the employer trustees, and I, feel greatly honored to 
appear before you today and answer questions with reference to the 
Chicago Painters and Decorators Welfare Fund which has been 
termed to be a good plan. 

I assume that you want the remarks to be kept brief and concise. 

Mr. Leece. Yes. What I would like, Mr. McCarthy, is some refer- 
ence by you to the pertinent provisions of the collective bargaining 
agreement in terms of the welfare fund. 

Mr. McCarrny. All right, fine. 

Mr. Lexce. What does the collective bargaining agreement say with 
respect to this welfare fund ? 

Mr. McCarruy. Well, to commence, the Chicago Painters District 
Council No. 14 consists of 26 local unions. There are 21 of these local 
unions represented in this particular plan. 

If you will turn to page 8 of the labor-management agreement, arti- 
cle 6 provides for the welfare plan. 

Mr. Lerce. It makes reference, does it not, to a contribution ? 
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Mr. McCarruy. Yes; it does. 

Mr. Leece. Of 714 cents per hour ? 

Mr. McCarrny. Yes. This collective-bargaining agreement, with 
reference to welfare, was not on a benefit-plan basis, but was on a 

cents-per-hour basis. The contributing employer pays 744 cents per 
hour for each hour worked for each covered employee. 

I would like to point out also to the chairman that there is a joint 
trade board that meets in arriving at a collective-bargaining agree- 
ment, and that joint trade board has equal representation of repre- 
sentatives of labor and management, and that was carried through 
so that there would be equal representation of labor and management 
in this particular plan. 

Senator Dovetas. Now, this health and welfare fund was to begin 
on the Ist of July 1953? 

Mr. McCarruny. That is correct, Senator. 

Senator Doveias. So you have had about 21 months of operation? 

Mr. McCartuy. That is correct. 

Mr. Lerce. There is also provision for the type of administration 
that this fund would take, is there not? I mean by that, a provision 
for joint administration ? 

Mr. McCarruy. Yes; it was to be jointly administered with an 
equal number of employer representatives and an equal number of 
employee representatives, as, in that collective-bargaining agree- 
ment, there was a provision that the benefits were to be paid out solely 
by means of purchase of insurance. 

The contributions were to be used exclusively for group insurance 
and other related health and welfare benefits for eligible employees 
and their families. 

Mr. Leece. And then, finally, the agreement names the trustees to 
represent both parties. 

Mr. McCarrny. That is correct. There were 3 trustees named by 
the employers’ association and 3 trustees named by Painters District 
Council 14 of Chicago. 

Mr. Lerce. No consideration was given at this time to a benefit pro- 
gram, as such? 

Mr. McCarrny. You mean at the time—— 

Mr. Lerce. At the time the collective-bargaining agreement was 
entered into? 

Mr. McCarrny. No consideration was given to the type of benefit. 
Is that what you mean ? 

Mr. Leece. That is right. 

Mr. McCarrny. That is correct. 

Now, the thought was to have a sufficient amount of money con- 
tributed on an hourly basis, and insurance then would be purchased 
and the trustees would decide what insurance could be obtained for 
the amount of money in the fund. 

Mr. Leece. In other words, you had no idea at that time as to what 
your insurance costs would be? 

Mr. McCartny. Well, there had been general discussion about it, 
but we had no concrete knowledge, I would say, of what the insurance 
costs would be. 

Mr. Piety. No informed judgment. 

Senator Doveras. In other words, you fixed the contributions and 
then you were to find an insurance carrier which would provide you 
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with the largest amount of benefits that you could get for the funds 
which were available? 

Mr. McCartny. That is correct, Senator. 

Mr. Leece. And that responsibility was to be left to the trustees / 

Mr. McCarrny. That was to be left to the trustees. 

Mr. Leecr. Now, may we get into the provisions, the pertinent pro- 
visions, of the trust agreement ¢ 

Mr. McCartuy. Well, it is a rather lengthy agreement, consisting 
of some 27 pages, but I would like to point out a few of the provisions, 
particularly with reference to page 5. 

I just want to read a few of the paragraphs, Mr. Leece. 

Mr. Leece. All right. 

Mr. McCarrny. Section 3 on page 5 relates to the general purpose 
of the fund and states that the—- 


funds shall be used for the purpose of providing health and welfare benefits, 
including group life insurance, accidental death and dismemberment benefits, 
accident and health benefits, and hospitalization. 

Mr. Leece. Can you hold on just a minute ? 

Mr. McCarrny. Yes, surely. That is page 5, article 2. The head- 
ing is “Creation of Fund: Name and General Purpose.” 


The funds shall be used for the purpose of providing health and welfare bene- 
fits, including group life insurance, accidental death and dismemberment bene- 
fits, accident and health benefits and hospitalization, surgical and medical bene- 
fits, and similar benefits for employees as herein defined, and/or their depend- 
ents, as decided by the trustees, and shall be used to provide the means for 
financing the expenses of the trustees and the operation and administration of 
the fund in accordance with this agreement and declaration of trust. 

The fund shall not be used for the purpose of providing pensions or annuities. 


Of course, that last sentence was put in there to conform with the 
Taft-Hartley Act, to keep separate funds. 

Now, I think it would be well and interesting to point out that on 
page 6, section 1, dealing with the administration of the fund by the 
trustees, and the appointment of trustees, that states that— 

This trust and the welfare funds shall be administered and operated by six 
trustees, and such administration and operation shall be their joint responsi- 
bility. 

Now, the trustees were well aware of that provision, and I know 
that your staff and your counsel have examined the minutes and have 
seen the diligence that was used by the trustees, both of labor and of 
management, and in practically every meeting—and there were many 
of them—all the representatives of both labor and management were 
present, except for illness or other reason. 

Now, if you would turn to page 13, section 10 of the agreement— 

Deposit and withdrawal of funds: The trustees shall deposit all moneys 
received by them in such bank or banks as they may designate for that purpose, 
except as in this section provided that all withdrawals from money or such 
accounts or account shall be made only by checks signed by the trustees, author- 
ized in writing by the trustees to sign such checks, except as hereinafter 
provided. 

No check shall be valid unless signed by two persons, of whom one shall be a 
union trustee and one an employer trustee. 

Mr. Lerce. While you are on that page, Mr. McCarthy, may I sug- 
gest that you comment on the reserve policy the trustees adopted, 
this accumulation of reserves, prior to the establishment 
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Mr. McCarruy. Well, we were advised by our insurance counsel 
well, Mr. Pipin was going to have some diseussion on financial plan 
ning, and as far as | am concerned, 1 would j just as soon he did that. 


STATEMENT OF MARSHALL A. PIPIN, CHICAGO, ILL. 


Mr. Pirin. Well, in your files, Senators, of the documents we turned 
over to you, you will ‘find some documents clipped together headed 
“Financial Planning. Eligibility Determination and Administra- 
tion.” 

Mr. Leece. I wouldn't want to get into a detailed discussion at this 
moment, Mr. McCarthy. Mr. Pipin, I simply thought it might be 
well to make a statement at this time as to the policy adopted by 
the trustees as to an accumulation of funds prior to the time that a 
formal insurance contract was entered into. 

Mr. Pirtn. Yes, sir. The trustees had seen several funds, some of 
them within the same industry, which had run into difficulty in view 
of the fact that they had not provided adequate reserves, and that 
their cost of their benefits ran so close to their total income that when 
there was a depressed period of employment, as there is periodically 
throughout this industry, they were in financial difficulty to the point 
where either (1) they were faced with raising the contributions re- 
quired to the fund; or (2) reducing the benefits. 

For that reason, the trustees, at the very outset, felt that they 
wanted to operate this fund conservatively, in the sense that any 
change in benefits would be upward, rather than downward, and that 
they wanted adequate reserves so that if they hit a period of depressed 
employ ment generally, they could still carry on their benefits. 

They felt ‘that it would be easier to liberalize their benefits and 
their eligibility requirements than it ee be to reduce benefits or 
tighten eligibility requirements or go back and negotiate an increase 
in contributions. 

In fact, the collective bargaining agreement, as you know, provides 
that there shall be no change to July 1, 1956. 

Mr. Leece. In employer: contributions ? 

Mr. Pip1x. In employer contributions. 

Senator Dove tas. This is perhaps an inadvertent comment, but I 
am told that in the old country stores the store keepe r would alw: ays 
tell the clerks that when they were selling sugar they should always 
be careful when they were selling 2 pounds of sugar to put less than 

¥ pounds of sugar in the bag, so that they could be pouring more sugar 
in and thus having the customers feel that ~) ‘y were generous, rather 
than taking the chance of pouring more than : 2 poanee of sugar in 
and being ¢ “compelled to dip in and withdraw sugar; that it was a very 
great difference in the impression which it peated on the customers. 

Now, you apparently used the same method; is that true? 

Mr. Prery. The same method, but with the purpose of not merely 
impressing the customer, namely, the beneficiary, but being sure that 
we were protecting him. 

Let me say this: When you start a fund, whatever benefits they 
have is more than they had before, but as soon as they have a benefit 
and you take it away from them, then you have caused yourself a lot 


of trouble. 
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Mr. Leece. On this same subject, or related subject, Mr. Pipin, 
would you comment briefly on the investment policy of the trustees / 
Mr. Prery. Yes. The investment policy of the trustees was this: 

No. 1: They felt that the trustees were very competent in their field 
as Officials of the union or as contractors, but that the question of in- 
vestment was something on which they could not say they were expert, 
let us say. 

Therefore, one of the first things that was done was that a bank 
in Chicago, American National Bank & Trust Co. was selected as 
what we call an investment counsel. In a legal aspect, they have the 
safekeeping of the account, in which they keep all securities of the 
trust, plus an advisory service as to what investments should be 
made. 

The trustees felt that was good business, if they were going to have 
a reserve, it should not be kept in cash, but should be put in some 
income-bearing investment. That has all been invested in Government 
bonds. 

First we started out with bonds of short maturity, so that if we 
had to cash them in for premium purposes, we could do so. Then, a 
that fund built up, we bought Government bonds of a longer maturity, 
where we had enough for immediate cash, but we also had provision 
made for a later date, because likewise, they brought a greater rate of 
interest. 

Mr. Leece. Generally speaking, your portfolio is restricted 
so-called legal investments ? 

Mr. Pier. It is. Well, it is much more restricted than that. In 
Illinois, we have the Reasonable Man Doctrine, which means that in 
a trust, you can invest in common stocks. 

One of the investment policies that has been discussed is whether, 
in a fund like this, as in a pension fund, you should have some com- 
mon stocks as an insurance against inflation. After consultation with 
the investment counsel, we decided to keep it in Government obliga- 
tions for this reason : 

Our liabilities are in fixed dollars. Maybe the dollar doesn’t pur- 
chase as much, but as long as the dollar purchases the same amount 
of insurance, that is our prime responsibility; that we were not in a 
situation of a pension fund making provision for a long period ahead. 

A man goes to work at 20 and is going to retire 45 years later at 65. 
So we have kept it in Government obligations entirely. We could in- 

vest in industrial bonds or common stocks, but we don’t think at this 
point that that is the thing for us to do. 

Mr. McCarrny. May I just comment, too, Mr. Leece, to say that 
the trustees didn’t wait a long period of time before making an in- 
vestment. Within 2 months after the trust was executed, an invest- 
ment was made in Government bonds with those funds not immediately 
necessary for administration. 

Senator Doveas. May I ask this: What is the proportion of your 
reserve to the annual payments which you make? 

Mr. Priery. Well, I don’t know that I can give you that exact per- 
centage—I mean, that exact ratio. 

As of our last financial statement, on February 28, 1955, of the to- 
tal contributions to the fund for the 8-month period ending that date, 
61.4 percent went to insurance premiums, 5.3 percent was total ad- 
ministrative cost, which is everything except insurance. 
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At that time we had invested in Government bonds $450,250. 

Senator Doucias. What percent was that? 

Mr. Prern. Total percent of what? Our balance of cash on hand? 

Senator Doveias. No, contributions. You said that 61 percent went 
for insurance premiums. 

Mr. Prern. That is total contributions in an 8-month period. That 
percentage I referred to, 61.4 percent—— 

Senator Doveras. That is for insurance premiums! 

Mr. Pinyin. That is insurance premiums against receipts in that 

same period. 

Senator Doveras. As I understand it, you have a cash reserve, 
or you have a security reserve. 

Mr. Prern. Well, now, you want the percentage of amount of cash, 
cash plus securities ? 

Senator Dovexas. Yes; held in reserve in relationship to the total 
contributions from the employers. 

Mr. Piern. That is the total contributions to date from July 1% 

Senator Doue.as. July 1, 1953, yes. 

Mr. Prern. I don’t have that figure. 

Senator Doveias. Well, you obviously must have some percentage 
figure, because you say that the insurance premiums were 61 percent, 
and I understood that was 61 percent of contributions, and 5 percent 
was administrative. Now, would the residue, or 34 percent, be 
reserve ? 

Mr. Prern. Well, let me explain this: I am talking of the receipts 
for the 8-month period starting July 1, 1954; 61 percent went into 
insurance premiums. 

Senator Dovetas. And 5 percent went for administration. 

Mr. Prrtn. 5.3 went for administration. 

Senator Doveias. Where did the other 34 percent go? 

Mr. Prern. The balance is either in the cash or current checking 
account or is in investments. 

Senator Dove.as. That is right. Then approximately a third 
of the contributions during the last 8 months went into the reserve? 

Mr. Pre. Yes. 

Senator Dovcias. Do you have any estimate as to the proportion of 
the contributions from the 1st of July 1953 to the Ist of July 1954— 
what proportion went into the reserve? 

Mr. Prern. Let me ask our administrator. 

Mr. Reeves. Let me answer that, if I may, Mr. Chairman. 

We had total contributions in the first year, July 1 of 1953, to 
July 1 of 1954, of slightly less than $600,000. Then in the 8 months 
from July 1 of 1954 to February 28, we had additional contributions 
of $496,000, or roughly $1 million. 

Senator Doveras. Or roughly $1,100,000. 

Mr. Reeves. Yes. Of that total, $450,000, or 45 percent, is in 
reserves. Now, this other figure that Mr. Pipin mentioned, this 61 
percent, that is of contributions since July 1 of 1954 to February 
28, 61 percent having gone into insurance premiums, because the 
insurance itself did not start until July 1 of 1954. 

Senator Doveras. Well, now, then, once you have filled this reser- 
voir, so to speak, or if and when you do, then you can devote a much 
larger proportion of your total contributions to insurance premiums; 
isn’t that correct ? 
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Mr. Pretn. That is correct. 

Senator Doverias. Do you have any estimate as to how big a reserve 
you want to accumulate? 

Mr. Pret. Yes. Our original planning, Senator, is contained in 
some material there that is before you. We planned to develop—now, 
that is always subject to review; it is like a budget at the beginning 
of each year. Our original plan was to accumulate sufficient premium, 
sufficient reserves, so as to pay the premiums and expenses for 33 
months, if necessary, based on our present or our at- this-time antici- 
pated benefits, which would 

Senator Dova.as. Almost 3 years ? 

Mr. Prirery. For almost 3 years, which we would accumulate over a 
period of 6 years, the first year of operation plus 5 years additional. 

Now, that was based on the fact that as time went along, and we 
raised our benefits or we reduced our eligibility, and then “if we hit 
a reduced period of employment—let us say, now, it is based on an 
average of 1,200 hours that year—if that went down, let us say, to 
1,000 hours, or to 750 hours, more people could become insured with 
less contributions to the fund if there was a depressed period, because 
people would be working less hours and still getting the same benefits. 

Senator Doveras. In other words, you w ant to provide a reserve so 
that if your benefit costs were not quite as you anticipated they would 
be, or if business conditions were changed, that you would be able 
to at least pay the benefits which you “had originally guaranteed ? 

Mr. Prety. That is right. 

Senator Doveras. Therefore, would it be proper for me to ask that 
you consider the possibility there might be a recession or depression in 
the future? Would that be un-American to ask that / 

Mr. Pretn. No. I think, Senator, in fact, in our reserve policy, 
that entered into our thinking. 

Senator Doveras. I am very glad to have that statement. I would 
like to have it forwarded to the Secretary of the Treasury. 

Mr. Pretn. Let us say we all hope there won't be. 

Senator Doveras. Exactly. 

Mr. Prevx. And maybe there won’t be, but having lived through 
the thirties, I believe somebody once said I was a pessimist with hope, 
you protect your rear, and we think we have protected our rear. 

Senator Doveras. I want to congratulate this group for their fore- 
sight, because without it, it would have brought down upon your 
heads a great deal of consternation. 

Mr. McCarruy. May I say that while there was criticism of some 
very distinguished people, these trustees at that very time were ad- 
vised by a certain firm as follows: 





The ability to predict future employment conditions is very limited, and a 
recession in the painting and decorating industry could place the trust fund in 
a bad financial position if initial decisions are not reasonably sound. 

That is something submitted to us by insurance counsel. 

Senator Doveias. What insurance counsel ? 

Mr. McCarrny. That was submitted by Marsh & McLennan. 

Senator Dovueias. That is a very highly respected and very con- 
servative insurance group, is it ? 

Mr. McCarrny. I think the two representatives here today are very 
happy to hear that. 
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Mr. Piptn. | might add this, Senator: In this industry you 
wouldn't have to hit a depression. If you hit a recession, where peo- 
ple have less money than they had before, one of the first things _ "Vv 
would do would be to postpone their decorating for another year, 
they would start doing some of it themselves. 

So that this is an industry particularly that has to protect against 
clips. 

Senator Doveéias. I want to congratulate both the employers and 
the employees on their foresight. 

Mr. Leece. While we are on that subject, I think it might be well to 
invite some comment at this time on the general subject of eligibility 
provisions. 

The painters and decorators generally are engaged in what might 
be termed seasonal employment. Would you acquaint us generally 
with how this is—I think it is based on a 1,200-hour average wage or 
work year, so to speak. 

Mr. Prery. Let me say this: It is based on 1,200 hours, but actually 
1.200 hours would not cover all of our expenses. 

In other words, we realize the man who works more than 1,200 
and some hours is paying more than—or for him there is being paid 
more than his freight. A man who work less than the hours required 
to become eligible is getting no benefits, and that helps to build up the 
fund. 

We recognize that within this industry there is less employment 
in certain periods of the year than there is in other periods, and 
therefore—and our eligibility quarter of March, April, and May. 

Mr. Leece. Pardon me. This is all related to 1,200 hours per year ? 

Mr. Piptn. Yes, based on 1,200 hours. We said that for the eligi- 
bility quarter of March, April, and May, the employee, to be eligible 
for full benefits, should work 350 hours. That would then make him 
eligible for insurance in the insurance quarter July, August, and Sep- 
tember, there being a month’s lapse so that we can get in all of the 
reports and prepare eligibility statements. 

June, July, and August, which is probably the busiest time of the 
year, he should work 400 hours in order to be eligible. 

In September, October, and November, we set 300 hours. Now, 
that is an average of one-fourth of 1,200. 

Mr. Leece. He worked against the slack-off ? 

Mr. Prery. Yes. December, January, and February he need work 
only 150 hours to be eligible, because we recognize that a man might be 
working not exactly regularly, but as much as there was work available, 
and would work longer hours, more hours, in one quarter than he would 
in another, but we try to keep a man who is working fairly regularly 
insured at all times. 

Senator Dovenas. But if he did not actually work this minimum of 
hours, he would not be entitled to benefits ? 

Mr. Pirin. He would not be entitled to the entire benefits. Now, 
since the benefit plan was developed, we have changed one eligibility 

requirement. That is the eligibility for life insurance. 

We have now provided that a man need work only 100 hours in a 
6-month period of June 1 to November 30, 1954, to be eligible for 
life insurance benefits for January 1 to June 30 yi a and he need work 
only 100 hours from December 1, 1954, to May 1955. to be eligible 
for insurance, life insurance, for July 1 to An 31, 1955. 
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We found we could make that liberality on life insurance without 
jeopardizing our financial planning. 

There is also this provision, which applies to all benefits, that if a 
man is disabled at the end of an insurance quarter so that he is un- 
able to work, then the trustees in their discretion may extend his full 
benefits for an additional quarter because of a disability over which 
he had no control. 

Mr. Lerce. Let me ask you this: Supposing rather than being dis- 
abled, he becomes unemployed. Let us say, from the start of the insur- 
ance year to a period 6 or 7 months hence, he works the required 
1,200 hours. Is he then insured for the duration of the policy year? 

Mr. Pirin. That is right. 

Mr. Leece. Even though he may not work in a particular quarter / 

Mr. Pirry. That is right : a man may become insured not only by 
meeting the requirements for each qui ter, but if at any time within an 
eligibility year, he has 1,200 hours in, then he is insured for the entire 
balance of the corresponding insurance year, even though he works 
no more at all. 

Senator Dove as. If he doesn’t meet these eligibility requirements, 
is he entitled to any benefits, or part benefits / 

Mr. Pirrn. He is not entitled to any benefits if he fails to meet the 
quarterly or the annual requirement or the special requirement for life 
insurance. A man ought to be able to work 100 hours in 6 months. 

Senator Doveras. I understand. 

Mr. Pier. He is not eligible for benefits with one exception, that 
if at the end of an insurance quarter he is disabled, and so unable to 
work, then the trustees may continue his coverage if he was insured in 
that quarter for another insurance quarter, but only one more quarter. 

Mr. Leece. On that same subject of eligibility, to be eligible, you 
would also have to be employed by a contracting employer ? 

Mr. Prery. Correct. That is right. 

In other words, in the city of Chicago—this covers more than the 
city of Chicago, but C hicago and Cook C ounty—there are a number 
of members of the union who are employed by municipal organiza- 
tions, the city of Chicago, sanitary district, school board, and so forth. 

Those organizations ‘will not contribute to the fund, and so those 
people cannot be covered. There are also a number of self-employed 
members. I mean, the man who works by himself. 

You also have a group that will work part of the busy season for 
a contractor and when business falls of, then they work for themselves. 

It is what we call a stepladder contractor. He has a stepladder and 
a paint brush and paint. When he is self-employed, then, of course, 
no one is making contributions for him. 

Mr. Lerce. Now, I would like to get into the subject of the form that 
the business administration in this program took, how you approached 
that. 

You have the agreement on the part of the employers to make con- 
tributions at a stated rate. You have your trust fund established, your 
trustees selected, together with a statement as to their responsibiliies 
and duties. 

Now, from this point on, what did the trustees do to establish a 
business organization to insure the operation, business operation, of 
this program ¢ 

Senator Doveras. You mean provide for the payment of benefits 2 
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Mr. Lerce. Yes. Collection of contributions and that type of 
thing. 

Mr. McCartuy. Well, of course, a great deal of thought was given 
to setting up an office and hiring personnel. ‘The trustees decided that 
one good approach would be to investigate other welfare funds in 
Chicago. 

All of the trustees acted in concert one day from about 9 o’clock in 
the morning until 10: 30 in the evening, during which time they visited 
several welfare fund offices. And they were shown by the adminis- 
trators or the office managers of these funds the method and manner 
in which those particular funds kept their records and how the in- 
surance records were kept, how payments were made, and so forth. 

And at the same time, the trustees learned what it would cost to rent 
office space. They asked and were told what the administrators of 
these funds received in the way of salaries. 

Mr. Lerece. That is a professional administrator you are referring 
to? 

Mr. McCartuy. No. What they had in mind at that time, Mr. 
Leece, was finding out what it would cost to rent an office, what it 
would cost to hire an administrator—and by “administrator” I am 
talking about an employee, what it would cost to hire a claims man, 
what it would cost to hire a secretary, what it would cost to purchase 
desks, chairs, and filing cabinets. 

They also gathered information with reference to the types and 
systems of keeping records. One system that they investigated was 
the IBM system; another was the Cardex system. 

Another of the funds visited performed the work manually. And it 
happens to be a welfare fund of a rather large local union in Chicago. 
This system seemed to work out very well. After they gathered all of 
this information, the thought of the trustees then was to interview ap- 
plicants for the position of administrator. 

There were many names submitted to the trustees. Finally six ap- 
plicants were personally interviewed. It was decided that a starting 
salary for administrator would be $8,000 a year. It was decided that 
a secretary would be employed. And that would cost approximately 
$3,400 to $38,600. Apparently there would be need for a claims man 
or claims woman. 

There was rental space required. The trustees obtained the figures 
on that. We obtained figures on what it would cost to use the IBM 
system and also the Cardex system. We got some figures on what it 
would cost to purchase desks, chairs, filing cabinets, and typewriter. 
And after totaling it, a reasonable figure appeared to be $26,300. 

In addition to that, there would be $2,900 for obtaining master cards 
from IBM. So, in the first year, there would be a total expenditure 
of $29,200. 

Marsh & McLennan then submitted their proposal to the trustees 
whereby they would handle the entire administration of the fund from 
an office standpoint. They would pay the personnel. They would 
pay the cost of the IBM machine. And there would be a saving the 
first year of $6,000. They would do the work for $20,300. 

Senator Doveras. Did you say $20,300? 

Mr. McCarruy. Yes, sir: $20,300, as compared to $29,200. There 
was a saving of $8,900. That would be in the first year. After the 
first year they agreed to do this work for $19,300. 
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So, there would be an additional saving of $1,000. 
The trustees, after having given a great deal of consideration to 
having their own office with their own personnel and comparing the 
costs of having their own office and their own personnel with the costs 
submitted by Marsh & McLennan, agreed to enter into a contractual 
agreement with Marsh & McLennan to handle the administration of 
the fund. 

Mr. Lerce. Now, generally, what services does Marsh & McLennan 
render ? 

Mr. McCarruy. Well, Marsh & McLennan performs all of the ad- 
ministrative functions. 

The reports are sent by the employers to Marsh & McLennan. 

Mr. Leecr. When you say “reports” you mean contributions ? 

Mr. McCarrny. Well, together with the contributions; yes, sir. 
With the contribution is a report form. 

Mr. Leecr. A work report. 

Mr. McCartrny. A work report form showing the name of the 
employer, the name of the employee, the social-security number of 
the employee, the local union of the employee, the number of hours 
worked, and then a computation at 714 cents per hour. They handle 
all of those records. 

Mr. Leece. Let me ask you this question at this point: 

How are the employers’ reports reconciled with the employee work 
records ? 

Mr. McCartuy. You mean what check is there to see that the em- 
ployer is paying the correct amount ? 

Mr. Leece. Yes. 

Mr. McCarruy. Well, the trustees thought that the best way to 
handle that would be—well, first, let me begin by saying this: 

In these trustee meetings the representatives of the union know 
personally a number of these contractors. The employer trustees 
know the functions and operations and the size of some of these 
employers. 

Once a month a list of delinquent employers is submitted to the 
trustees and they go down the list individually. 

Mr. Lercr. By Marsh & McLennan? 

Mr. McCarrny. It is submitted by Marsh & McLennan; yes, sir. 

In addition to that, apart from the list submitted by Marsh & Mc- 
Lennan of possible delinquent employers, the employers submit a list 
of their employees and the hours worked. And, if, for instance, there 
are 10 men reported by an employer as working 40 hours a week for 
a period of 5 or 6 or 7 weeks, it does not seem logical or reasonable 
that at least 1 man didn’t work more than 40 hours. And so the 
trustees were alerted in that respect. 

And the employer is contacted. He is contacted in several ways 
One way which we found to be the best was to have what might ‘he 
termed a roving auditor. There is a provision in the trust agreement 
to the effect that the books of any of the contributing employers 
mav be audited by the trustees or an agent of the trustees. 

Tn one instance, some 25 or 30 employers were asked to report and to 
bring their books. This auditor then went over the books. And 
there was a considerable sum of money that was then picked up 
from these delinquent employers. 
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Mr. Lerce. So that you have the facilities available for making sure 
that contributions are being made in accordance with the agreement? 

Mr. McCartuy. Well, we have the facilities. 1 wouldn't say, Mr. 
Leece, it was to make sure of that. But we have the power to do that 
and to make reasonably sure that that is done. 

The trustees have given thought to in some way checking with the 
employee. It is rather difficult to do that. But what the Vv presently 
contemplate is just making a spot check. They conte mplate taking 
every 25th or every 50th name. Some may have moved. Some may 
not reply. But at least they contemplate that type of check. 

Mr. Leece. So that $20,000 a year that you pay to the administra- 
tor in this case represents your administrative costs, aside from legal 
fees and that type of thing. 

Mr. McCarruy. And auditing fees. 

Mr. Lerecr. Yes. Auditing fees. 

Mr. McCarrny. That is right. 

Mr. Leece. When you speak of administrative costs, that includes 
all expenses except insurance / 

Mr. McCarruy. That is correct. 

Mr. Leece. Legal fees and auditing fees are not included in the 
$20,000 ? | 

Mr. Prery. That is correct. 

Mr. Leece. What have your administrative costs been in the 2 years 
you have been in operation ? 

Mr. Prery. Do you want it dollarwise or percentagewise / 

Mr. Lerce. Percentagewise would be all right. 

Mr. Piper. At the time your staff made their preliminary investi- 
gation, our administrative cost was 7 percent of the total contributions. 
Senator Dovetas. Is that in addition to Marsh & McLennan? 

Mr. Prem. That included them. The administrative cost includes 
every expense item except insurance premium. 

Senator Doveias. Good. 

Mr. Prrtn. Now, commission on insurance which is payable to 
Marsh & McLennan and for which they render all of their services as 
insurance consultant—analyzing bids, advising us, as they did one 
time, that we might change our benefits and still be able to carry it 
that year-round service is covered by their commission which is 
charged against the insurance. 

Whether it should be ¢ harged to administrative cost or insurance is 
just a bookkeeping matter. 

Today our administrative cost, which is everything except insur- 
ance, is 5.3 percent. 

Mr. Leece. And what do your contributions average in a year? 

Mr. Prrrn. Well, now, our contributions in the first year, that is the 
year ended June 30, 1954, were $598,982.58. Our contributions for the 
first 8 months of this current year, which is July 1954 through Feb- 
ruary 28, 1955, was $496,427.92. 

Now, the reason for the reduction in administrative costs is that in 
the first year there were certain nonrecurring items of expense in con- 
nection with getting the trust agreement prepared, getting the funds 
in operation, and so forth. 

And there is also this matter: Whenever you take a period, you 
may have certain expenses that cover a longer period than what you 
had covered in your atidit. And that was true in the case of the 
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first year. So that today it is 5.3 percent. Now, that is everything 
except insurance. 

Mr. McCarruy. In view of the fact that something was mentioned 
about commissions to Marsh & McLennan, would you want that 
touched on now or later ? 

Mr. Lerece. We will get into the insurance problem generally. 

Before getting into that, however, I think it might be well to deal 
for a little while with this subject of benefits. That was a decision, 
as I understand it, that was made by the trustees. It might be well 
to comment generally on the benefit program and how you made your 
determinations as to the scale of benefits that this fund could finance. 

Mr. Prery. I would say this: we approached it on the basis of how 
much revenue we could anticipate. That was a little indefinite when 
our financial planning was made, because actually we did not know 
how many members of the union were working for contractors, how 
many were self-employed, how many were actually working for the 
noncontributing municipalities or municipal organizations. So, we 
set up what we thought would be administrative operating expenses 
or administrative expenses. 

Mr. Leece. You estimated your annual income first? 

Mr. Prery. Yes, sir. We estimated our annual income. 

Now, it is amazing how close we came to it, if I may just say that. 

In February of 1954 we estimated our annual income for the first 
year ending June 30, 1954, at $600,000. The total income, including 
income from investments, was $600,710.11. We missed it by $710.11. 

We estimated our net initial reserve at $564,925 for that year. It 
came out to $559,575. We missed it by approximately $5,000. 

So, we came to the conclusion that we could spend $84 a year for 
insurance benefits. 

Mr. Leece. What you did was: you took your estimated annual 
income, subtracted from that your estimated annual administrative 
charges against the fund, and then set up a reserve / 

Mr. Prrrtn. Yes, sir. <A reserve. 

Senator Doveias. And then divided by the number covered / 

Mr. Pipry. And the amount. 

Senator Doucnias. How many did you think it covered? About 
7,000 ? 

Mr. Prrrn. Well, that is a rough figure. Then we arrived at $84 
per man. And it didn’t make too much difference exactly whether 
we hit the right number of men or not, because there was $84 per 
man. 

And if there were less men insured, we would have less expense ; 
if there were more, we would have more income. 

Mr. Leece. In regard to the question of reserves, was it at this 
time that the trustees made up their minds as to what they wanted in a 
reserve / 

Mr. Prery. It was at a meeting of the trustees on February 10, 1954 
that what we call our financial program, which is the reserves, insur- 
ance costs, and so forth, was adopted. 

Mr. Lerce. And the program was set up with the idea in mind of 
establishing a reserve sufficient to pay insurance premiums plus admin- 
istrative costs over this 33-month period that you mentioned earlier. 

Mr. Prery. Yes. But that is building up the reserve over a period 
of 6 years. > 


5 
+ 
a 
t 


WELFARE AND PENSION PLANS INVESTIGATION 183 


Mr. Leece. Yes. I understand that. 

Mr. Pier. That is right. 

Well, that was our original plan. We are not bound by it if we 
tind that experience shows differently. 

Mr. Leece. Yes. I understand. Conditions may change. 

Senator Dovetas. As a matter of fact, at what rate are the benefits 
running ¢ 

Mr. Pretn. Actually the benefits are now running at approximately 
$92 per man. 

Now, that is due to two things: We took $84 as our base. And 
then, through the advice of Marsh & McLennan, insurance consult- 
ants, as to what we could buy generally for $54, we set up our benefits. 
benefits. 

After we had received our bids and had decided on a carrier, we 
decided that we could add polio to that. We also found that based 
on the estimate rate on which we began getting bids, that when we got 
the actual rates in, our life insurance went down a little bit. 

We found, however, that when we had originally estimated that 85 
percent of the employees would have dependents, it came out to a 
larger figure than that. It was eighty-nine something. 

Senator Dove.as. I have been doing a little mental arithmetic. 
The 1,200-hour a year man is eligible; and at 714 cents an hour, that 
comes to contributions of $90 a year. 

Mr. Pret. That is right. 

Senator Dovetas. So that in effect what you have done has been 
to pay current benefits from the 714 cents levied on the 1,200-hour 
a year man and to pay administrative costs roughly plus reserves out 
of the contributions made in behalf of those who work for less than 
1.200 hours and for those hours worked in excess of 1,200 hours. 

Mr. Prern. Actually, Senator Douglas, the man who works 1,200 
hours for whom contributions equal $90 is getting 390 plus worth of 
insurance. 

Senator Dovetas. I understand. 

Mr. Piety. That was all taken into consideration, that there would 
be this excess fund. 

Senator Doveras. Could you give us some idea as to what the indi- 
vidual benefits are? 

Mr. Pret. Yes, sir. 

Life insurance, $1,000; hospital benefits up to $10 a day for 31 days; 
miscellaneous hospital charges in full up to $200, in excess of that 
$200, 75 percent of their charges, with a maximum of such payments 
of $1,000; surgical expense benefits according to the schedule which 
is set out in the back and is quite detailed with a maximum surgical 
benefit of $200; poliomyelitis benefits up to $5,000. And incidentally 
the surgical benefit includes maternity cases. 

The dependents have the same benefits, except they do not have any 
life insurance. 

Mr. Leece. Mr. Pipin, how many employees are covered under this 
program approximately ? 

Mr. McCartny. Well, there were basic data cards submitted by 
some 12,400 employees. So that there is a possibility of that many. 
However, as Mr. Pipin pointed out, some of those individuals are em- 
ployed by governmental agencies. And, of course, they are not cov- 
ered under this plan. 
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Mr. Pretn. The average number of employees working for contribu- 
tors is 5,352. The number with full coverage is 3,828, which is 71.5 
percent. 

The number with life insurance only is 1,351, or an additional 25.3 
percent. 

So, of the average number of employees working for contributors, 
96.8 percent have either full coverage or life insurance; 71.5 have full 
coverage; 25.3 additional have life insurance. So, that 96.8 percent 
have either full coverage or life insurance. 

Mr. Leece. How many dependents are covered under that program ? 

Mr. Pirin. The dependents run approximately 87 percent of the 
number of employees. Approximately 87.6 percent of the employees 
have dependents. 

So, you can figure that. 

Senator Doveias. You have a large number of very aged painters 
whose wives have either died or their children have left the parental 
home. 

Mr. Prrrn. In this industry we have a large number of older 
persons; yes, sir. 

Mr. McCarrny. I think, Mr. Pipin, you should state for the record 
what the number of basic data cards were, how many employees could 
possibly be covered. 

Mr. Pirprn. This will also give you an idea of how employment 
fluctuates in this industry. 

Employee basic data cards were 12,442. The employer basic data 

cards were 1,349. In the last 8 months, the maximum number of 
employees for which contributions were made in any month was 6,850. 
Of that 12,442, some may be self-employed. The minimum number 
of employees for whom monthly contributions were made was 4,589. 

Now, the surprising thing is that those months were are 
months. In other words, employ ment jumped over 2,000, or 50 per- 
cent, in 2 succeeding months. 

Now, the maximum number of employers contributing was 928. 
The minimum number of employers contributing was 793. You see 
we have a very great fluctuation. 

Mr. Lerce. Does this program cover most of the painters in Cook 
County ¢ 

Mr. McCarruy. It should cover all of them, all of those who are 
working for contributing employers and for whom the unions have 
a collective-bargaining agreement. 

Mr. Lexce. I see. 

Mr. Prery. It covers buildings maintenance workers, hotel mainte- 
nance workers, and other private companies that employ their own 
painters. 

It does not include those working for the municipalities. They 
could come in and contribute if they wanted to. But they won't. 

Mr. Lerce. What steps do you take to underwrite these benefits ? 

Mr. Pirrxn. You mean how did we go about selecting an insurance 
carrier ¢ 

Mr. Lerce. Yes. 

Mr. Prery. I don’t know that you have this document, because we 
did not have any extra copies made; but Marsh and McLennan sent 
out a general information sheet of which I will be glad to let you have 
this copy, which, without going over it in detail, is in fact the specifica- 
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tion of the benefits to be provided, the various questions to be answered 
as to whether, for instance, their benefits cover whole blood, whether 
it covers services of anesthetists who are not members of the hospital 
staff, whether it covers ambulance service, and so forth. 

In other words, we did not want them to come in and bid just on a 
general statement of benefits and then find that it did not cover every- 
thing that we thought it did. Also we wanted to know all of these 
extras that are covered so that we could make comparisons. 

Those were due to be sent in on April 21, 1954. ‘Twenty-one com- 
panies were requested to bid. Some of those had contacted somebody 
or other. So, the specifications were sent to them. Other companies 
that did not even know of the fund were requested to bid. Of those 
21 companies, 14 bid. 

You also have in your booklet an analysis of competitive bids, which 
was prepared by Marsh & McLennan. It is headed “Analysis of 
Competitive Bids, April 28, 1954.” 

Skipping over to the third page, you will see the bids of each com- 
pany analyzed as to gross premium, as to quantity discount, based on 
an estimate of 4,600 employees, 85 percent with dependents. Then 
you will see a breakdown as to the retentions based on three amounts 
of claims. Those retentions are shown there. This is in summary. 
The first year retention, 5th year retention, 11th year retention. 

Marsh & McLennan’s recommendation was this: for a realistic ap- 
proach we should consider a 5-year basis. Because certainly within 5 
years the benefits would be changed. 

I want to say this: that Marsh & McLennan has never taken the 
approach that “We are the experts; you do what we tell you to do.’ 
They have taken the position that they have tried to educate us. 
And they explain their reasons. The final decision is up to the trustees. 
And believe me if these trustees are not satisfied with an explanation, 
whether it be from the counsel or from the insurance consultant, they 
have to be convinced. 

Mr. Lerce. In this bid letter, you asked for a breakdown, did you 
not, as to the items included by the carrier ? 

Mr. Pier. That is right. 

You will notice down here below is a retention analysis, which each 
company hasset out. Some have the figures and some do not. 

Mr. Lerce. Is it not true that the carrier that was selected and is 
underwriting this program was not the lowest bidder on the pro- 
zram { 

Mr. Prery. I think it was. And I will tell you why. 

You will notice that there is another item down there besides reten- 
tion which is “Other charges; incurred and unreported charge claim.” 

Then there is “Deferred maternity claim charges.” Those are 
charges which come in in the future but were incurred in this period. 
Now, that isa charge. The only way one can get that money back is 
to cancel the policy. So, for all intents and purposes, if your policy 
continues, the insurance company continues to hold that money, even 
though all of those claims have been disposed of. 

Now, the way to approach the actual cost is not on the basis of 
the premium you are going to be charged, but it is on the basis of how 
much that net cost will be after the year is over and after there has 
been a refund to you. There are these factors: One is the claims paid. 
That will not change no matter who your carrier is. 
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Mr. Lerece. These bids are submitted on the basis of an estimated 
claims experience. You give to each carrier your estimate of what 
they will pay in claims over the policy year! | 

Mr. Prery. We gave them 3 alternatives so they could bid 3 ways. 

Mr. Leece. Well, they are all bidding on generally the same basis? 

Mr. Prery. They are all bidding exactly on the same thing, yes, sir. 

Now, your ultimate cost is going to be your claims paid plus your 
retention plus these incurred and unreported claim charges plus de- 
ferred maternity claim charges. 

Mr. Leece. That is a reserve that the insurance company maintains? 

Mr. Piety. Well, it isn’t technically the insurance people. But for 
all practical effects they keep it unless you cancel your policy. 

Therefore, the way to compare a bid, we are convinced, advised 
and convinced, is to compare the retention charges of each company, 
the incurred and unreported claim charges of each company, and 
deferred maternity claim charges of each company. 

Now, any company that is authorized to deal in New York cannot 
guarantee you a retention. They can give you an expression of 
intent; but they will hold close to that, if not right at it. 

Mr. Leecr. That depends largely on the experience. 

Mr. Prretn. A lot of the reserve that is maintained might well be 
paid back to the fund for deferred maternity. 

The practice is that that charge, or reserve, whatever you call it, 
is not paid back to the fund unless you cancel your policy. And as it 
has been discussed here, it is an expensive job to cancel insurance and 
start over again with another carrier. 

Mr. Lerce. What has your retention been in this case? 

Mr. Prern. We haven’t yet got to the end of the first policy year. 

Mr. Lrece. What commission do you pay on this case? 

Mr. Pretty. May I finish this before I get to the commission? Then 
I will take the commission up. 

Taking the companies that gave figures on intent and not merely 
case estimates: Travelers was considerably lower than the other 
companies. Another time another company might have been lower. 
But in this particular case on these particular bids, considering re- 
tention and the charges for deferred and unreported claims and 
maternity claims, Travelers was considerably lower. 

Now, I could give you the figures but I do not think it is very fair 
to ask for bids in secrecy and then make it a matter of public record. 

Mr. Leecr. What we are trying to do here at the moment is get some: 
testimony from you people as to how you decided which was the 
cheapest policy, let us say, in terms of cost to the fund. 

As I understand you, it was not necessarily the lowest bidder. 
What you did was equate it or relate it to the retention, for one thing, 
the charges which the company would make against the fund, and 
try to assess that over a five-year period ? 

Mr. Pier. That is right. 

Mr. Leece. And come up with a low net cost, insurance-wise ? 

Mr. Prern. That is right. You will notice that at the back of this 
analysis of bids the companies are compared on retention from the 
actual detailed figures. 

Mr. Lerce. What does your annual premium run on this case? 

Mr. Prern. The annual premium—— 
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Mr. McCarrny. I have it right here. It is estimated that the 
premium will be $400,000. We realize that you are fully acquainted 
with level-graded commissions as compared with commissions in the 
first year on a renewal basis, and the trustees decided after learning 
of all of those things themselves that the best appeared to be that on 
« minimum level-graded basis; the commission that Marsh & Me 
Lennan receives amounts to approximately 1549 percent. 

The premium is estimated to be $400,000, and their commission is 
estimated to be about $4,500. 

Senator Doveras. Is that for the first year ¢ 

Mr. McCarruy. No, that is 1%,» percent for each year, and after 10 
vears no further commission is paid. 

Mr. Pirin. There is in your envelope a letter from Marsh & Me 
Lennan which has been verified by the insurance company as to the 
premiums paid for the first three quarters of this insurance year, and 
as to the amount of their commissions for that three-quarter period. 

Mr. McCarthy’s statement is a projection of that into the fourth 
quarter, which will be lower than the third quarter due to the fact 
that they get into a lower rate because it runs more. 

Senator Dove.as. An average of about $5,200 a year? 

Mr. McCarrny. It should be less than that, Senator Douglas. 

On $304,937 premium, the total commission amounted to a little less 
than $4,000. In the third quarter, the commission was $740. The 
prior quarter was $874, and each quarter it goes down, so that the 
approximation is that it will be more like $4,500. 

Do you have that letter of March 15, 1955, Mr. Leece? 

Mr. Pirrn. I think it is the last one, or toward the last. 

Mr. McCarrny. I will hand this to the Senator. 

Mr. Leecr. Would you, please? 

Mr. Prem. One thing I would like to say, Mr. Leece, is this: You 
said that Travelers was not the lowest, cheapest. But if you look in 
terms of gross premium, that is one thing. But we looked at it in 
the terms of what it could cost us net at the end of the year. 

Mr. Leece. That was the reason for the question. 

Mr. a aa On that basis, it was the lowest bid. 

Mr. Leecr. Now, as I understand it, all of these bids were reviewed 
for you people by your insurance consultant. 

Mr. Pirin. Yes. 

Mr. Leece. And on at least one occasion, wasn’t that analysis opened 
up to representatives of some of the carriers who had not been success- 
ful bidders? 

Mr. Prietxn. No. What happened was this: This is confidential 
information. 

Mr. Leece. I am not talking about the bids, now. 

Mr. Piprn. Oh, I see. 

Mr. Leece. Well, of course, the analysis would involve the bids. 

Mr. Prertn. Yes, the analysis is the bids. That is confidential in- 
formation, because if you ask for bids and they know that you are 
going to let everybody in the world know, and all the rest of the ear- 
riers, what they bid, you soon wouldn't be able to get t anybody to bid. 

What happened was that the representative of one insurance com- 
pany complained because his company didn’t get the award, and we 
heard him out, and we said, “Well, you didn’t get it because you 
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weren’t the low bidder.” But we didn’t disclose that information. : 
You are the first person that we have ever disclosed that information : 
to. : 

Senator Doucias. It seems to me that you have made a marvelously 
fine beginning, and the fund gives every evidence of being both intel- 
ligently and ‘honestly administered. I want to congratulate all the . 


groups that have had a share in this. There is only one question that 
i would like to ask. 


Do you have complaints from your membership about the payment 
of benefits ? 


Mr. Pier. I think Mr. McCabe can answer that better than any- 
body else. 


STATEMENT OF ROBERT R. McCABE, CHICAGO, ILL. 











Mr. McCase. We do occasionally. Very few, but it is merely 
through a misunderstanding. That is as to eligibility. There has 
been no complaint as to the payment of the claim or the amount they 
have received. 

Senator Dovuc.as. I notice that you confine your benefits to actual 
costs of hospital and medical and surgical service. 

Mr. McCapne. Yes, sir. 

Senator Dovuecias. And pay upon the submission of a receipted 
bill. 

Mr. McCase. Correct. , 

Senator Doueias. This diminishes the danger of fraud, doesn’t it ? 

Mr. McCape. Yes, sir. 

Senator Douetas. If you were to pay a cash benefit to the ill person, 
the difficulties of administration would be much greater. 

Mr. McCase. That is certainly true. 

Mr. Pretn. And we might say this: Every hospital in this area 
knows of this fund, and a man goes into them with a card. They call 
Marsh & McLennan to find out whether he is eligible. He is accepted 
just the same as he would with Blue Cross or anything else. 

I think this is one thing that might be interesting. These statis- 
tics have appeared from July 1,1954. The average amount of out-of- 
pocket expense that the beneficiary and insured had to pay in addi- 
tion to what we pay was $20.50. 

So that we paid on these an average of everything except $20.50. 

Senator Doveias. That is true of the sur gical cases, too? 

Mr. Piety. That is true of surgical cases, too. 

Senator Dovetas. Now, we had some test imony yesterday which you 
may have heard that there are certain cases where there was an’ in- 
surance against the cost of operations, and there was a tendency on 
the part of some surgeons to increase their charges. 

Mr. Pirty. We have in this material that you have, which is the 
claims paid, four cases of that which we have not taken in our average 
because they are so abnormal that they would not properly reflect the 
situation. 

Out of. these, we have only had four cases, but a couple of them 
were pretty extreme. 

Senator Dovetas. In other words, this is a danger which is begin- 
ning to show up, but at present is not of a great extent. 

Mr. Prew. That is right. 
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Senator Dovucias. As the plan gets better known, it is possible, of 
course, that you may have an increase in surgical fees, isn’t that true$ 

Mr. Prern. Well, I don’t know. As a lawyer, I hate to pass judg- 
ment on another person. What to him may seem excessive in legal 
fees, to me is very reasonable, and what may seem very reasonable to 
him may seem excessive to me. 

I think the great mass of doctors are fair. Now, in every profession 
you have those who take advantage of situations, and that is in every 
walk of life. 

Senator Doveias. Now, are there any other comments which any 
of you would like to make? 

Mr. Pirin. I would like to make one comment, and I know Mr. 
McCarthy joins me in this: This fund, we think, has been successful. 
We think the credit belongs to the trustees. 

They have worked hard. They have worked conscientiously, and 
they have devoted a lot of their time and their thought to it, and 
I mean all of the trustees. 

As Mr. McCarthy said, the only time any trustee is absent is if he is 
ill or if he is out of town. They have performed a remarkable job. 
They are conscientious. They have employed counsel in various 
fields to advise them. 

They follow that advice, but only after they are confident that it 
is right. But knowing it is right, they follow it because they want 
to do a conscientious job. If, in every fund, all of the trustees took 
the interest that these trustees have, there would be no need for this 
investigation. 

Now, I feel as Mr. Leece said the other day, that in the funds that 
have not gone well one group—and I am not saying either group— 
but one group has not taken the interest, and it left the responsibility 
to the other. Unfortunately, the places where those who have not 
given the time and attention to it that they should, have been the em- 
ployer trustees, but there are a lot of psychological reasons for that. 

I think that if all trustees realized the burden and responsibility 
placed upon them and discharged them in the manner that these 
trustees have done, we wouldn’t have the problems that we have. 

Mr. Lerce. I might say this: That the staff representatives who 
did the investigating job where this fund is concerned reported that 
at the time the fund was established, I think in 1 month the trustees 
met on 4 different occasions, as I recall, and they meet at least once 
a month. 

Am I right? 

Mr. Pre1n. There were times in the early days we met two times a 
week in many weeks. We meet once a month now. 

Mr. Lerce. Now, you meet regularly once a month? 

Mr. Pier. Once a month, and that meeting usually starts at 2 
o’clock and usually adjourns at 5:30 or 6. I know my wife always 
expects me to be home late that night. 

Mr. Leece. I know that the minutes of these meetings have been 
made available to the staff people, and they indicated that considerable 
work had been done by the trustees in formulating a policy and retain- 
ing technical assistance in meeting some of the problems that they 
were faced with. 

You feel it is because of that interest on the part of the trustees 
that has given you what you feel is a very good welfare fund? 

62033—55—pt. 1——18 
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Mr. Pirin. Exactly. 
Senator Doueias. Mr. McCarthy / 

Mr. McCarruy. I don’t know if there is any other information that 
you are going to ask for, but I would like to say on behalf of all of 
the trustees, both labor and management and for counsel, Mr. Pipin, 
that we were contacted by Mr. Leece, by Mr. Miller, and by Mr. 
Plant. 

We were all very much impressed with your staff. We were glad 
to cooperate with them. They handled themselves in a very intelli- 
gent manner, and we would like to say also that you, yourself, and 
your committee are doing a good job. We were very much impressed 
during these hearings. 

Senator Doue.as. I accept that insofar as the staff is concerned. 
I hope we do not, however, fall into excessive mutual congratulations 
on this plan. [ Laughter. ] 

Are there any problems that you see coming up? 

As I say, I think you have made an extremely good beginning. 
Do you see any problems coming up ? 

There are a number of the members of the board of trustees sitting 
at the other table here. Do they want to make any comments? 

Mr. Craig. I think you will always have problems. In any welfare 
fund you will have problems, but all your main problems are ironed 
out now in this welfare fund. 

Otherwise, we are on a good footing now, but we do have our 
problems. 

Mr. Scumipr. May I make a comment? 

Senator Doveras. Yes. 

Mr. Scumipr. Our immediate problem now will be after the ex- 
piration of the first year when we get our analysis from the insurance 
companies. 

Our problem will be to increase the benefits for the members. We 
have already done that in a small way. We liberalized the life in- 
surance program after the first 6 months, and with the reserves we 
have now, we are sure that we can do a little better for the beneficiaries. 

Senator Doveras. Do you hear comments about that in the union 
meetings, the desirability of increasing union benefits? 

Mr. Younesioop. Oh, yes. 

Mr. Moentcn. Senator, I don’t think we can add any more to this. 
I think in regard to our trustees, we have been on the alert both on the 
employer side and from the union side, and I also want to say in behalf 
of the attorneys representing this group, I want to compliment them 
for the wonderful job they have done for both of our organizations, 
and we should be proud of our setup. 

Mr. Scumipr. You probably never saw a hearing like this where 
the attorneys took all the part and the trustees had nothing to say. 

Senator Dovetas. It is very hard to keep attorneys from talking. 

Are there representatives of Marsh & McLennan here ? 

Mr. McCapne. Yes, sir: there are. 

Mr. Prern. This is Mr. Gilbert K. Reeves, in the front row, who 
handles the administrative end of it, and Mr. Richard N. Blomquist, 
who handles the insurance consultant end of it. 

Mr. Bromattst. I would like to say one thing, if I may, Senator, in 
regard to the benefits under the program. 
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As was mentioned a moment ago, I would like to further explain 
that we regard the benefits that we » have now only as tentative benefits, 
and we expect to revise them at such time as we know what we have 
to work with. 

As was noted earlier, there are certain areas of income that are 
impossible to even estimate approximately, and, therefore, it is not 
possible to buy as broad benefits as you might wish to have. 

I have, on several occasions, gone to meetings of locals of the paint- 
ers. I have a pretty good idea of what they think about the plan. Gen- 
erally, I think there are more misunderstandings during the process 
of education. The benefits, I think, are regarded as reasonably satis- 
factory, as they stand, to the membership. 

However, I know the trustees expect to expand the benefits. How- 
ever, the educational problem is very serious. Any group of this type 
is relatively loosely knit both from the standpoint of the union mem- 
bers and from the standpoint of the employers, and you would be 
amazed at some of the comments we get from both sides that com- 
»letely surprise us and make us completely aware that our educational 
job has not been as good, sometimes, as it should be. 

We hope by the time another year has gone by that everyone will 
be pretty cognizant of what we are trying to do, and that it is being 
done efficiently and honestly both in regard to the employers and 
the employees. 

Senator Dovetas. One technical question that I have: As I under- 
stand it, the forms which come in are from individual employers giv- 
ing the names of workmen and the number of hours that they have 
worked during the preceding period. 

Now, how do you transfer those employer records into records for 

each individual ‘employee? 

Mr. Biomauist. We use International Business Machine techniques. 
A card is punched for each employee when we receive from that 
employee—— 

Senator Doveras. From the employee? 

Mr. Bromauist. We receive initially from each employee a basic 
data card that names his. beneficiaries and so on. It also carries his 
social-security number, which is the basis on which we control the 
entire administration of the program. 

When the employer reports, he reports the employee’s name and 
social-security number. From those reports, tabulations are made 
and they are tied in through the business-machine procedure. 

Senator Dove.as. Are the entries made by hand ? 

Mr. Bromauist. No; they are made by machine. 

Mr. Reeves. There are samples of those reports on the desk there. 

Mr. Biomauist. All of the employers reports, which include the 
report of the individual employee, are tied in with his basie data, the 
hours he worked and all the other essential data. 

Senator Doveras. And then you strike quarterly tabulations to see 
whether or not the employee has had a sufficient number of hours to 
qualify ? 

Mr. Biomauist. That is correct. 

Senator Doveras. And then a yearly tabulation to determine 
eligibility ? 

Mr. Briomauist. I would like to mention that the trustees felt it 
essential, and we find it essential, also, that the claims-paving function 
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be handled by the administrative office, rather than by the insurance 
company, because we are the only ones who know in detail the status 
of each employee for whom contributions are made. 

If the insurance company paid the claims, actually they would do 
nothing except fill in the amount of the check, except to verify that it 
was right, which they do anyway. Determining whether or not the 
man is eligible, accumulating claim information, from the hospitals 
and so on, all must be done by us. 

So it is not practical for the insurance company to pay the claims. 
Of course, we obtain from the Travelers credit in the retention for 
performing that service, which is not returned to Marsh & McLennan. 
It is simply a credit in the retention and is not charged against the 
plan in the first instance. 

Senator Dovexas. If the insurance companies paid the claim there 
might be a tendency for them to be very severe in the payment of 
claims in order to be able to hold back as much as possible? 

Mr. Biomauist. Well, sir, that is a possibility. However, many of 
them don’t feel that they have to be particularly severe, because after 
all, essentially they are dealing with the money that has been paid 
to them by the trustees and if they don’t pay it out in claims, they are 
going to return it in dividends, and they are not concerned except 
that it be within the limits of the contract. 

They are not too strict or liberal either way. However, there is 
another reason for our handling the claims, and that is that we have 
a more personal interest in the individual and it is not handled rou- 
tinely by a claim clerk, as in an insurance company, which is the only 
way they can handle it. 

Mr. Leece. The fund gets some consideration from the carrier for 
the $20,000 a year they pay you people as administrators in retention ? 
The carrier in this case makes allowances to the fund in retention for 
the moneys paid you by the funds? 

Mr. Biomauistr. That is correct. Yes, sir. For such functions as 
claim handling. 

Mr. Leece. For functions that you people are performing on behalf 
of the fund? 

Mr. Bromauist. That is correct. In the specifications to the in- 
surance companies it was stipulated that Marsh & McLennan will 
perform certain services and that retention should be adjusted ac- 
cordingly. 

Mr. Toate While we have you, Mr. Blomquist, could you give us 
a rundown generally on what those services are that you render, aside 
from this office function that you have mentioned, the IBM operation ? 
What insurance 

Mr. Buomauist. What insurance functions do we perform for the 
trustees for the commission that we receive / 

Mr. Leece. Yes. 

Mr. Biomautst. First of all, we had a hand in the formulation of 
the financial policy of the trust, which we regard as an extremely im- 
portant function for us to perform. I think at the present, and as 
time goes on, it is going to become increasingly evident that the finan- 
cial planning in some funds is not as sound as it might be. 

The level of some welfare funds’ expenditures has remained rela- 
tively fixed, or perhaps has increased, while their income has come 
down, because there was no relation between the eligiblity, income 
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and expense factors. Their income is now at a lower point than their 
current obligations, 

Of course, they are living off of the reserve that they originally 
built, and many of the eligibility requirements, I think, in these funds 
are not related to the financial capability of the fund. 

This may, in time, jeopardize more welfare funds. You can’t say 
it is going to happen this year or next year, but I think we will find 
over a period of the next 5 years there are going to be some problems in 
regard to inadequate financial planning, and we have been ve ry much 
interested in that field. 

Of course, that ties in with the eligibility requirements and then, 
also, the selection of the insurance company. Incidentally, in my 
own experience, I find when I talk to trustees, the first thing they want 
to do is pick an insurance carrier and benefits, and about 3 months 
later they suddenly say to themselves, “Say, we are supposed to buy 
insurance.” 

They have almost forgotten about selecting a carrier and benefits 
by that time; there are so many other problems that are of much more 
pressing importance that the selection of the insurance company is 
almost forgotten. 

After the plan is effective, we review, semiannually, the effect of 
the eligibility requirements and their relationship to the financial 
plan. A few months hence, when we know where we stand at the 
end of the first full year of actual operation, we will be in a position 
to advise these trustees as to how they can expand their plan, if they 

can expand their plan, what warrants an expansion of the plan, whs at 
limits appear to be essential to stay within in such an expansion. 

In addition, at that time we will receive from the insurance com- 
pany their statement of the year’s operation, which, of course, will be 
compared with their original estimates shown in our analysis of the 
proposal of the insurance company. 

Incidentally, this analysis is pretty well boiled down. I think actu- 
ally, probably not more than about 20 percent of the total informa- 
tion received from the insurance companies is there. First of all, 
the analysis is based on the number of people we thought were most 
likely to be insured. 

However, we obtain information from the companies at the ex- 
tremes, also, based on a very much larger number and a very much 
smaller number of insureds. Also, retentions for each year, not just 
on the 1st year, and on the 5th and 10th or 11th year are obtained. 

Mr. Lerce. And what they included in that retention. 

Mr. Biomauistr. Yes. We didn’t ask them to break down every 
single retention figure because each insurance company supplied about 
99 different retention figures reflecting different sets of circumstances. 

Mr. Lerce. Then when you get this accounting at the end of the 
policy year, you will discuss that with the trustees: is that the idea? 

Mr. Bromau ist. Yes. First of all, before we go to the trustees, we 
will compare it with the bid as made by the insurance company. If 
there appear to be any discrepancies, we will discuss that with the 
insurance company. That is a normal function of ours as group 
insurance consultants. 

We then take it to the trustees, present it to them, show them what 
the status of the plan is, how close it came to the insur ing cost of $84 
as originally contemplated, and then go into the possibility of ex- 
panding the plan. 
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Incidentally, in connection with this special provision we put in a 
few months ago for life insurance, it became apparent that there were 
some instances in which a man might have lost his life insurance bene- 
fits at the wrong time, since eligibility was on a quarterly basis. 

The prime reason we made that change was not to broaden the cov- 
erage in terms of total number of people insured, although that was 
kind of a side effect, but to create only 2 periods in the year in which 
a man could be uninsured for life insurance, rather than 4. Perhaps 
we can improve that even more in the future. 

Senator Doueias. Thank you. 

‘Those are all the questions that I have. 

{ want to thank you gentlemen for coming. 

We will meet at a quarter of three this afternoon, and we will have 
the Cement Masons’ Institute Trust and Welfare Fund of the Cement 
Finishers, Local 502. 

(Whereupon, at 11:50 a. m., the committee recessed, to reconvene at 
2:45 p.m. the same day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 3 p. m., Senator Paul H. Douglas, 
chairman, presiding. ) 

Senator Doveias. Come to order, please. 

This afternoon we will consider the fund of the cement masons 
of Chicago, which has been established by collective bargaining be- 
tween the Cement Finishing and Rock Asphalt Composition Floor 
Finishers Union, Local 502, of Chicago, and three employer associa- 
tions, namely, the Concrete Contractors Association of Greater Chi- 
cago, the Builders Association of Chicago, the Illinois Road Builders 
Association, and there are six people who kindly agreed to come on 
and discuss the establishment and operation of the welfare fund. 

Mr. Emil Wesselhoff, who is union trustee and president of the 
local; Mr. Warner Sevander, union trustee and secretary of the wel- 
fare fund, and also secretary-treasurer of local 502; Mr. Bert Carey, 
employer trustee and vice president of the welfare fund and member 
of the Concrete Contractors Association; Paul A. Melvin, employer- 
trustee—Mr. Melvin was unable to come; in his place Mr. Taylor 
Soper of the Illinois Roadbuilders Association; Mr. Emory J. Smith, 
attorney for the welfare fund; Miss Mabelle Walker, office manager 
of the welfare fund. 

Mr. Leece is going to conduct the inquiry. 

Mr. Leece. 

Mr. Leece. What we would propose to do this afternoon through 
the testimony of the various witnesses assembled here is to take 
testimony concerning the original establishment of this fund, the 
circumstances leading up to its establishment, and testimony con- 
cerning the operation of the fund since its establishment. 

In that connection I would like to explore 4 or 5 general areas, 
namely, the collective bargaining agreement which gave rise to the 
fund, the trust agreement which established the fund as a legal en- 
tity, information on the business organization which administers the 
fund, testimony concerning the benefit program, eligibility require- 
ments, and finally, information on the insurance program as such. 
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I think probably it would be better for the committee and probably 
would save time if you gentlemen agreed among yourselves as to w ho 
will discuss the collective bargaining aspects “of the program. In 
that connection I might say that what we are interested in is the 
reference in the collective bargaining agreement to the welfare fund 
itself. 

In other words, what provision is made by the bargaining agree- 
ment for a welfare fund and to what degree is the fund spelled out in 
the bargaining agreement ? 


STATEMENT OF EMORY J. SMITH, COUNSEL FOR THE CEMENT 
MASONS’ INSTITUTE 


Mr. Smirn. Perhaps I had better start off with that. My name is 
Emory J. Smith and I am an attorney for the union and for the Cement 
Masons’ Institute. 

As Senator Douglas has announced, this is an agreement by the 
union and three distinct associations, all of which employ members of 
this union. The union over the years and prior to 1950, the date of 
this trust agreement, had written contracts with these three associa- 
tions, and they have been repeated each year. 

The trust agreement, of course, is fixed so that it runs irrevocably 
for a period ‘of 99 years, which is almost indefinite, and runs co- 
extensively with all bargaining agreements the union has in existence 
at the time of signing the trust agreement, and those that may later 
be signed by the union and these associations. 

The union 3 or 4 years prior to the date of this agreement—I would 
say somewhere in about the year 1947, felt the nec essity of having a 
welfare plan, and the officers who are here today—Mr. Wesselhoff and 
Mr. Sevander—came to me and we talked the matter over pro and 
con. 

We decided then that we would create such an agreement or a trust. 
It was in the days when compensation was under the control of the 
Government. We were able to get approval of a plan whereby the 
associations employing our men would pay a sum equal to 10 cents an 
hour into this fund. That was held to be not a part of wages, but in 
addition to wages, which was approved by the Government. 

Accordingly, and after a great deal of time and energy and dis- 
cussions, we got the three associations to agree to this plan and this 
trust agreement was signed on August 1, 1950. Payments, however, 
were retroactive to June 1, 1950. The trust agreement has. been in 
continuous operation since that time. 

Mr. Lrece. May I stop you at this point, Mr. Smith. The collective 
bargaining agreement provides for a contribution of 10 cents per 
hour per worker? 

Mr. Situ. Just one of them does. I looked them over this morn- 
ing. The last collective bargaining agreement was entered into in 1952, 
I think. In 1 of these collective bargaining agreements there is that 
10 cents an hour, but the other 2 are silent. But of course this trust 
agreement which also is in the contract provides that this trust agree- 
ment is coextensive with the bargaining agreements. 

Not only those that are in existence at the time of the execution of 
this agreement, but those that may be executed at later times. 
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Mr. Leece. But under the terms of the bargaining agreement, the 
program became effective as of June 1, 1950. 

Mr. Smrrn. That is right. 

Mr. Lerce. At a contribution of 10 cents per hour ? 

Mr. Somrru. That is right. 

Mr. Lerce. And then pursuant to that, the parties entered into a 
trust agreement ? 

Mr. Smiru. That is right. 

Mr. Leece. Setting up the fund as a fund? 

Mr. Smirn. That is right. So much for the collective bargaining 
agreement. The next area you wanted me to pursue? 

Mr. Leece. The trust agreement. 

Mr. Soiru. I think we all have copies of the trust agreement here. 
This trust agreement is founded upon section 302 of the Taft-Hartley 
Act. 

Senator Atiorr. May I ask a question? Where is the copy of the 
trust agreement ? 

Mr. Smirn. You may have my copy. That is a photostatic copy. 
We mislaid some others. 

Senator Atuorr. We can look at this together. 

Mr. Smiru. Since there were 3 associations interested in this con- 
tract, each association nominated 2 persons to act on the committee, 
as directors or as trustees. 

So far as management is concerned, it provides for 6 representatives 
to be elected for a period of 3 years, or to be discharged by any 1 of 
their associations at any time for any reason. 

So I think with one exception, we have the same personnel today, 
so far as management is concerned, that we had when we started. The 
union, of course, would be entitled to the same number of representa- 
tives. There are six men from the union. Each year the union holds 
an election, and it has been their practice to change the personnel, 
except for Mr. Sevander and Mr. Wesselhoff, who are the secretary 
and the president, respectively, of the union. 

Changes have been made so far as the union personnel is concerned. 
There are six representatives of the union. 

There is a provision in the trust agreement for a neutral person 
to be appointed in the event there is a deadlock between the parties. 
Up to now we haven’t had any occasion to have such a person. We 
have gotten along very well. 

The board, as we call it, meets every 3 months, or more often, if there 
is some special reason for it. After the organization of this group, 
we immediately went into the business of securing insurance. Under 
the plan, the only insurance that we are allowed to get for the members 
of the union is that which we buy. There is no provision made for 
retirement or pension plan. 

It is purely for hospitalization, medical care, and there are some 
other fringe benefits that we have now, like X-ray and maternity cases 
and matters of that kind. Perhaps Mr. Sevander when he testifies 
can give you the figures. 

Senator Doveias. You have a schedule of benefits on page 2? 

Mr. Smirn. Yes; I think you have it there. 

The method we employ is that each one of our members is supplied 
with acard. They make a report weekly. 
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Mr. Lerece. I would prefer to get into the actual administration 
with Miss Walker. What I was interested in developing through 
you, Mr. Smith, were the provisions of the c aie ro bargaining agree- 
ments and the trust agreement. As to actual operation, we can take 
that up with Miss W alker who, as I understand it, actually handles 
that. 

Mr. Smirn. These are copies of our bargaining agreements. There 
are three. The first agreement I am talking about 1s one between the 
Builders Association, Chicago, the Cement Masons Rock Asphalt and 
Composition Floor Finishers, Loc al No, 502. That agreement is in 
operation and has been since 1952 and expires in 1957. It is the usual 
agreement for the type of work that is to be done by the union and 
the wages that are paid, of course, are flexible. Many changes have 
been made since 1952, so far as wages are concerned. 

Mr. Leece. Generally speaking, it provides for joint administration 
of this fund by representatives of both the union 

Mr. Smiru. Not in this contract, no. 

Mr. WessetHorr. The trust agreement. 

Mr. Leecr. That is what I am talking about. 

Mr. Sorru. I thought you were talking about the union contract. 

Mr. Leecr. The trust agreement. 

Mr. Smrru. Oh, yes. 

Mr. Leece. It provides, No. 1, for joint administration, six repre- 
sentatives on either side. 

Mr. Soiru. Yes. 

Mr. Lerce. It also provides that it shall be an insured program ¢ 

Mr. Smrrn. That is right. 

Mr. Leece. And as in all trust agreements, it defines the duties and 
responsibilities and obligations of the trustees as administrators of 
this fund ? 

Mr. Smiru. That is right, the powers of the trustees. 

Mr. Leece. As I understand it also, the trustees have the authority 
to inquire into the records of employer members of this fund? 

Mr. Sorru. That is right. 

Mr. Leece. Or such recerds as reflect employer contributions to this 
welfare fund ¢ 

Mr. Smiru. That is right. 

Mr. Leece. It does not, however, take up the question of a benefit 
program or a benefit schedule ? 

Mr. Smiru. Except that it precludes certain kinds of benefits—re- 
tirement and pension. 

Mr. Lerce. Yes. It provides generally that the fund is for the pri- 
mary purpose of paying welfare-insurance benefits. 

Mr. Smiru. For the members and their dependents, their families. 

Mr. Leece. At that point how many members are covered by this? 

Mr. Smiru. There are about 1,400 roughly. 

Mr. Leece. And their dependents ? 

Miss Waker. I beg your pardon. May I interpose there? At the 
present time we have 1,484 members. 

Mr. Smrru. The number fluctuates from time to time, depending 
upon the season. 

I have my notes before me now. I was going to make a résumé of 
this trust agreement. 
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One of the points that I highlighted here was that the fund was 
not to be used for any pension or retirement benefits. I have already 
stated that. Another one of the salient features, the liability of the 
employers for the payments to. the fund shall be computed, starting 
with the payroll effective June 1, 1950. That has been done. 

Another section provides that the obligation of the employers to 
make contributions hereunder shall be coextensive with the bargaining 
agreements—that is a matter I mentioned to you just a moment ago— 
or the agreements hereafter executed between the union and the as- 
sociation, 

Then another salient feature is that the fund shall constitute an 
irrevocable trust and is created pursuant to the provisions of sec- 
tion 302, subsection (c), of the Labor Management Relations Act of 
1947 for the benefit of the employees and their families to provide 
group benefits for the following insurance and welfare plans, namely, 
life insurance, accident and dismemberment insurance, accident and 
sickness, indemnity insurance, hospital expenses and surgical expense 
insurance, medical care and expenses insurance. 

Mr. Lerece. It has to be an irrevocable trust, as I understand it, be- 
fore you can take advantage of any tax-exemption clause of the In- 
ternal Revenue Code. 

Mr. Smirnu. That is correct. Another important feature of the 
contract—-and I have indicated to you the number of trustees that 
operate—is subject to the stated purpose, and of course the stated 
purpose is for the benefit and welfare of these people, and under the 
provisions of this agreement, the trustees shall have full power and 
exclusive authority to determine all questions of coverage and eligi- 
bility, methods of providing or arranging for benefits and all other 
related matters. 

They shall have full power to construe the provisions of this agree- 
ment and the terms therein. Any such determination, any such con- 
struction adopted by the trustees in good faith shall be binding upon 
all of the parties hereto and the beneficiaries hereof. Trustees shall 
be free to exercise their own judgment and discretion in all things 
pertaining to the affairs of the trust fund, and shall not be personally 
liable for any action done or omitted to be done when acting in good 
faith and in the exercise of their best judgment, and the fact that 
such action or omission was advised by counsel employed by the 
trustees shall be conclusive evidence of such good faith and best 
judgment. 


Mr. Leecr. So they are liable only for willful misconduct? 

Mr. Smirn. Yes. 

Senator Dovetras. I notice they are absolved from any mistakes 
which their attorney might make. 

Mr. Smiru. I didn’t get that, Senator. 

Senator Doveras. That they are absolved from the consequences of 
any mistakes which their attorney might make. 

Mr. Smirn. Yes; I think so. I think that is the rule of law gen- 
erally, throughout the country. That is what helps to keep us in 
business, Senator, as you well know. 


Trustees shall be reimbursed out of the fund for all reasonable necessary 
expenses— 


not salary, but expenses— 
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which they may incur in the performance of their duties. The trustees may call 
upon the union or any of their employees or the associations or their employees, 
for assistance in the administration of the fund, and may reimburse the union 
or its employees or the association and their employees for any expenses incurred 
in connection therewith. 

The trustees may be paid reasonable compensation for their services from 
time to time in amounts to be determined by the trustees, provided the payments 
and the amounts of such fees have first been approved by the associations and 
the union. 


Another matter that is important I think: 

Trustees may exercise all rights and privileges granted to the policyholder by 
the provisions of each policy, or allowed by the insurance carrier or such policy, 
and may agree with such insurance carrier to any alteration, modification, or 
amendment of such policy or policies, and may take any action respecting such 
policy or policies or the insurance provided thereunder which may be necessary 
or advisable. If the trustees so agree with any insurance carrier or carriers 
of a policy or policies, the trustees or any person designated by them may pass 
upon the validity of claims under such policy or policies. 

Senator Doveias. Mr. Smith, there is a rolleall on the floor of the 
Senate. Senator Allott and I will have to depart temporarily. As 
soon as that rolleall is finished 

Mr. Smirn. Senator, just one thing I would like to ask you. Mr. 
Soper has his family here and wants to get back to Chicago. Would 
you excuse him ? 

Senator Dovenas. Yes, indeed. 

Mr. Sorer. Thank you, gentlemen. 

Senator Doueuas. If Mr. Leece wishes to save time and conduct the 
inquiry in our absence, he may do so. 

Senator Auxorr. I think it is perfectly all right because none of 
these gentlemen or the lady are under oath and I think the restriction 
applies only when that is so. 

Mr. Lercer. In that same connection, while we are on this trust agree- 
ment, Mr. Smith, I notice that contributions were made by employers 
beginning in June of 1950. The insurance contract was not purchased 
until December 1950? 

Mr. Saarn. That is right. 

Mr. Leece. Did that represent a policy agreed upon by the trustees 
as to a reserve which should be accumulated prior to the time the con- 
tract became effective? 

Mr. Surru. Precisely. 

Mr. Leece. Could you comment generally on what that policy was? 

Mr. Somirn. One of the early questions that presented itself was 
as of what date should the trust enter into the matter of purchasing 
insurance. It was the consensus of the board that we ought to have 
some cash before we went out and bought insurance. I know it has 
been done in other cases and I don’t think it worked out too well. 

Mr. Leecre. That is the reason lasked. There have been cases where 
they started the same day contributions were made and found them- 
selves in difficulty. 

Mr. Smitrn. We started off very modestly. 

Mr. Leece. What was that reserve accumulated ? 

Mr. Smiru. The books and records will show that. Miss Walker 
has those. I think it was a substantial sum although we started off 
very modestly, buying first a very modest plan of hospital insurance 
and surgical expense. 

Mr. Leece. You did not have life insurance at the start? 
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Mr. Smiru. No. 

Mr. Lerce. Hospital and surgical benefits ? 

Mr. Sairu. Thatisright. The other came later. 

Mr. Lerce. Does the trust agreement also make reference to an 
investment policy ? 

Mr. Smirn. Yes. I think we are restricted to invest only in Gov- 
ernment securities. 

Mr. Lerce. And the terms of the trust agreement are restrictive to 
Government bonds? 

Mr. Smirn. Lam sure it is. 

Mr. WesseLyorr. Our bylaws cever that, if the trust agreement 
does not. The bylaws do, I know. 

Mr. Smiru. I know we went into that. 

Mr. Leece. And that investment you have made has been in Gov- 
ernment bonds ? 

Mr. Smirn. Everything. Although my firm and I represent some 
insurance companies and many of the insurance companies now are 
going into the stock market, which is permissible under the laws of 
Illinois. I think it is in most States. 

Mr. Leece. You operate under that “Prudent Man Rule” in 
Tllinois? 

Mr. Smirnu. Yes. 

On the question of a quorum, you might be interested in knowin 
that aspect. Five trustees shall constitute a quorum for a meeting of 
the trustees. The decisions of the quorum and trustees shall be deter- 
mined by a majority vote of the trustees present and at the meeting. 
No vacancy or vacancies in the board of trustees shall impair the 
power of the remaining trustees acting in the manner provided by 
this agreement and declaration of trust, who administer the affairs of 
the trust, notwithstanding the exisence of such vacancy or vacancies. 
So long as any vacancy exists in the board, the number of trustees 
necessary to constitute a quorum shall be reduced by the number of 
existing vacancies. 

For instance, if there were three vacancies, the quorum would be 
reduced to that extent. 


In determining the existence of a quorum, the disqualification of a trustee to 
vote or act as hereinafter provided shall disqualify a trustee from making a 
quorum. If an existing vacancy results from the lack of an employer trustee, 
one union trustee shall be disqualified— 


In other words, we have got to have that balance. 
One union trustee shall be disqualified from acting or voting until the necessary 
vacancy is filled. If the vacancy results from the lack of a union trustee, one 
employer trustee shall be disqualified from acting and voting under the vacancy— 
and so forth and so on. 


Up to this time we haven’t had any difficulty like that. We have 
very good attendance. 


When the welfare benefits have been determined and established, and upon 
any substantial change in such benefits, the trustees shall cause to be printed 
detailed information in connection with such benefit plan for distribution, 
either directly or by distribution of such material to the association and the 
union to the employers and to the employees concerned therewith. 


I think that is one of the requirements of the law and we have 
adhered to that very, very faithfully. We have an annual report 
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which is sent to all of the contributors, and it is exhibited in the union 
hall, which is sufficient, I think, under the rules. 

Mr. Leece. That represents an audit made by an independent certi- 
fied public accountant ¢ 

Mr. Smiru. Yes. 

Mr. Leece. That is on an annual basis / 

Mr. Sirn. Yes. 

Mr. Leece. Which is distributed to all contributing employers ‘ 

Mr. Sairu. Yes. 

Mr. Leece. And a copy, of course, is made available to the union? 

Mr. Smiru. Yes; that is right. 

Mr. Wesse_uorr. Any union member that requests one can have it, 
also. 

Mr. Sairu. It is put up on the bulletin board of the union hall. 
Anybody that wants a separate copy may have it. It is available for 
them. 

That is the intention of the parties hereto, that the contribution 
of the employers to the fund are deductible as business expenses for 
tax purposes and that such contributions are not subject to the 
Federal social security or withholding taxes, and that such contribu- 
tions do not constitute a portion of the regular rate under the Fair 
Labor Standards Act. 

All of the parties hereto agree to make such amendments to this 
agreement as should be necessary to secure approval and to carry 
out the intention of this agreement. Then we have a paragraph here 
concerning perpetuities. In the event the trust hereby created is 
subject to the rules against perpetuities, and it might be, as existing 
in the law of the State of Illinois at the time in this sentence fixed 
by the termination of the trust, the trust shall terminate 20 years 
after the date of the death of the members of the union covered by this 
agreement at a time of the execution of this agreement. 

Otherwise this trust shall cease and terminate not more than 99 
years from the date thereof. I think I have given you all the pertinent 
provisions. 

Mr. Lerce. So at this point we have the employers agreeing to con- 
tribute to this fund at a stated rate. You have your trust organized, 
with your trustees selected. You do not have a schedule of benefits but 
you do have the duties, obligations, and responsibilities of the trustees 
spelled out. You have an investment policy spelled out. You have the 
reserve policy spelled out. 

Now I would like to get into the question of the actual business oper- 
ation of the fund. How does the trust fund operate or function ? 

Mr. Smirn. Perhaps Mr. Sevander could start off on that. He is the 
secretary of the trust fund and he is also secretary-treasurer of the 
union. Maybe he could tell you. 


STATEMENT OF WARNER SEVANDER, UNION TRUSTEE AND 
SECRETARY-TREASURER OF THE CEMENT MASONS’ INSTITUTE 


Mr. Sevanper. Which point would you like me to start off with? 

Mr. Leece. No. 1, putting first things first, I would be interested in 
knowing how you control employer contributions ? 

As I understand it, Miss Walker is the office manager. 
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Mr. Sevanper. I can start off with this part. We inaugurated a sys- 
tem whereby we have a regular form that the employer receives from 
the institute. We mailed those out originally and they continue to 
be mailed out upon request. 

Mr. Leece. To the employers? 

Mr. Sevanper. To the employers, and additional copies are mailed 
out upon request by the employers. That form states the name of the 
employee, the social-security number of the employee, and the total 
hours worked. 

Mr. Lerece. Over what period of time, weekly or monthly ? 

Mr. Sevanper. This is a weekly report. Unless otherwise approved 
by written permission; they have to send in a letter to the board of 
trustees to receive written permission for other than a weekly report. 
There are some monthly reports. 

Mr. Wessetuorr. I think it wouid be good for you to state the facts 
about that report. 

Mr. Leecer. This report includes the names of all employees working 
for a particular employer, his social-security number, the hours that 
that employee has worked for the prior week, and a summary total of 
hours worked at 10 cents an hour, and they execute a check and mail it 
with this report. Is that the idea? 

Mr. Sevanpver. That is right. They retain one copy. 

Mr. Leece. Who is that check payable to? 

Mr. Sevanpber. It is made payable to the Cement Masons’ Institute. 

Mr. Lerce. The welfare fund ? 

Mr. Sevanper. That is right. 

Mr. Lice. How do you check on the employer’s report? For in- 
stance, how do you and the institute know whether or not John Jones 
worked 20 hours as was reported or let us say 40 hours or vice versa? 

Mr. Sevanper. That is done by those report cards, a copy of which 
is right at your right hand there. The employee is required to fill 
those out and send them in each week. A postage stamp is not neces- 
sary. The card is mailed and the card is received in the office and is 
checked out with this report. That is how they are checked. 

The report card of the employee is checked against the employer's 
report. 

Mr. Lerce. He gives the name of his employer, the hours he worked, 
and the location of the job. These can be compared against that par- 
ticular employer’s report. 

Mr. Sevanper. That is how they are checked out. 

Mr. Leece. So that gives you a continuing check all the time as to 
your reports? 

Mr. Sevanver. And if the employer does not send in a report, of 
course, we have the report cards; so we know that he failed to send 
in his report. 

Mr. Leece. Probably at this point Miss Walker could comment 
generally on the office operation. 


STATEMENT OF MABELLE WALKER, OFFICE MANAGER OF THE 
CEMENT MASONS’ INSTITUTE TRUST AND WELFARE FUND 


Miss Waker. Our first procedure in the morning is to analyze the 
report from the employer that has come in in the morning. We check 
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to see that his computations are correct. Then the amounts are en- 
tered daily in a cash-receipts journal. 

Mr. Leece. Do you have a ledger for each contractor ¢ 

Miss Waker. In addition to the cash-receipts journal, I have a 
contractors’ ledger with an account set up for each contributing em- 
ployer. We keep a record in there of the number of men that he is 
remitting for, the total number of hours worked according to that 
report, and the amount of contribution he has made. 

So we have a complete record of every contributing employer in 
addition to having a complete total of moneys received according to 
our cash-receipts journal. 

Mr. Leece. And you deposit the checks received to the account of 
the fund ? 

Miss Waker. That is deposited daily at the Mid-City National 
Bank of Chicago. 

Mr. Lerce. Who can write against that fund ? 

Miss Wacker. I write the checks, but they are cosigned by two 
members of the board of trustees. I do not have any authority to 
sign checks. 

Mr. Lerece. When you say two, that means one union representative 
and one employer representative ¢ 

Mr. Smiru. That is right. 

Mr. WessevnHorr. I might correct that a little bit. There are four 
eligible to sign checks. If one should happen to be away, the other 
signs. 

Mr. Lerce. But there is a control in the signature of representatives 
of both groups having to appear on the check. 

Mr. Sorer. Correct. 

Mr. Lerce. Are those checks approved by the trustees as they are 
written, as long as they get the two signatures / 

Mr. Sevanver. The finance committee that is set up in our bylaws 
approves the disbursements. 

Mr. Lerce. As I understand it, the employers are bonded in this 
case, too, to permit recourse. against a particular employer for delin- 
quencies or refusals to contribute in accordance with the terms of the 
contract. 

Mr. Sevanper. Yes, sir. 

Mr. Lerce. That is a unique provision as far as the funds that we 
have inquired into are concerned. 

Mr. Sevanper. We have had very little trouble with the employers, 
as far as payments are concerned. We have been fortunate enough 
that our relations with the employers have been on a very good basis. 
Our receipts have been coming in regularly, with the exception of a 
few employers. 

Mr. Lerece. When you say “a few employers,” you mean delinquent 
in their contributions? 

Mr. Sevanper. Yes. 

Mr. Lercr. How is that problem handled ? 

Mr. Sevanper. It is called to the attention of the union and the 
board of trustees and they send notices to the delinquent employers. 

Mr. Lerce. Does the union actually perform the services required 
where you have delinquent employers ? e 

Mr. Srvanver. It is called to the attention of the board of trustees 
and the trustees look into the matter if it becomes necessary. How- 
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ever, it is usually done by telephone or sent out through notices from 
the Cement Masons’ Institute welfare fund department. 

Miss Waker. We endeavor to contact any employer that becomes 
delinquent. We contact them from our office to see if we can make 
the collections. And if they are not responsive, we, in turn, turn the 
matter over to the officers of the union. 

Mr. Leece. Are they paid for any services performed ? 

Miss Waker. No, sir, no payment whatsoever. 

Mr. Carry. I might inject this. The different associations that are 
signatories to this agreement—our executive secretary will receive 
notices of any members that belong to our association that are delin- 
quent. Their attention is called to it at our general meeting. We will 
take a printed list and try to police that situation for the welfare fund. 

Mr. Leece. A word now on benefits. As I understand it, when this 
program was instituted originally, it provided for hospital and surgi- 
cal benefits. 

Mr. Sevanper. That is right. 

Mr. Leece. Generally, how did you arrive at that benefit schedule ? 

Mr. Smiru. I suppose that just evolved. The board took into con- 
sideration what was the most pressing need and we felt that hospitali- 
zation was one of the most pressing needs. 

Mr. Leece. I was thinking more in terms of costs. 

Mr. Suirn. We figured it would take about 6 months’ income, and 
I do not know whether an estimate was made, but I think it was—of 
the amount of money it would cost. We talked to all these insurance 
companies and carriers. We had their figures. We got to the point 
where we thought we had enough to buy the first installment of these 
benefits. We did so and I think that was in December of the first year. 
We put at the top of the list the hospitalization and the medical 
benefits. 

That is the way it came about. Mr. Carey suggested we employ 
an insurance actuary. We have had him recently to go over our ie 
matter. We abided by his judgment in purchasing new benefits, tak- 
ing into consideration the amount of money we had and the prospects 
for additional income, and what we could reasonably purchase with 
the amount of money that we had. 

Mr. Leece. Generally then it was an estimate of what your income 
would be over a year’s period, what your administrative expenses 
would be, and the remainder would be available for insurance ? 

Mr. Smirn. That is right. 

Mr. Lerece. Except for such amounts as you wanted to put away as 
a reserve. 

Mr. Smirn. We attempted to do that, and we have a reserve, of 
course. 

Mr. Leece. Will you comment generally on your eligibility re- 
quirements / 

Mr. Smiru. Maybe Mr. Sevander could do that better than I. 

Mr. Sevanper. All the members of the union in good standing are 
covered by the benefits. 

Mr. Lerce. But benefits are limited to those people employed by a 
contributing employer ? 

Mr. Sevanper. No, they are not. All members in good standing of 
the union are covered. 

Mr. Leece. What group that are not employed are covered ? 
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Mr. Sevanver. The group that is not employed consists principally 
of the retired and disabled members of the union. 

Mr. Leece. As I understand it, that was one of the problems you 
had when you set out to purchase insurance ‘ 

Mr. Srvanper. Yes, sir, that is right. We had about a hundred 
people that were over 60 or 65 years of age. 

Mr. Lerece. They were already retired / 

Mr. Sevanper. Yes, they were. 

Mr. Leece. And I understand about 25 percent of your people are 
60 years of age or over? 

Mr. Sevanper. Yes. Our average age right now, I believe, is 56 
years of age. 

Mr. Leece. Which posed a real problem in the terms of the purchase 
of insurance ? 

Mr. Sevanper. It did. 

Mr. Leece. Particularly life insurance. 

Mr. Sevanper. Particularly life insurance. 

Mr. Leece. Was that the reason you did not start with a life-insur- 
ance program at the start ? 

Mr. Sevanver. No, that was not the reason. Our principal thought 
was to get hospital and surgical coverage. That was the thought in 
mind. Then if we could see that we could afford further benefits, 
life insurance was the next thing that we had in mind. 

Mr. Leece. What are your eligibility requirements, then? It is 
based on an hourly work record, isn’t it? 

Mr. Sevanper. That is right. If you look at page 3 of the blue 
booklet, that gives the gener “al provisions of the eligibility. 

Mr. Lercer. A member i in good standing of local 502? 

Mr. Srevanper. Or an employee of an employer contributing the 
cost of the insurance to the Cement Masons’ Institute who will be eli- 
gible for the insurance herein described in accordance with the fol- 
lowing conditions: One, if you are a member in good standing in local 
union 502, or you are in the employ of a contributing employer on 
December 15, 1950, you will be insured as of December 15, 1950. Two, 
if you become affiliated with local union No. 502, either as a new mem- 
ber or reinstated member, or by deposit of your traveling book in local 
union No. 502, you shall be insured 6 months following the date you 
join the union as a new or reinstated member or the date you deposit 
your traveling book. Three, once you are insured, you shall continue 
to remain insured for a period of 3 months following the date you 
cease to be employed by a contributing employer and take out your 
traveling book. 

Senator Dovetas. This is one point I would like to clear up. Do 
I understand that a retired worker is eligible for all benefits even 
though he has no work experience during the year? 

Mr. Sevanver. That is right; yes, sir. 

Senator Doveras. But that union members who are working at the 
trade have to have a period of 500 hours each 6 months in order to be 
eligible ? 

Mr. Sevanper. Not each 6 months; no. That is only to begin with, 
or at the inception. In other words, all of our members waited before 
— started with this plan, actually 6 months. That is how that came 
about. 
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Senator Doveras. But once their eligibility was established with 
500 hours of work. it continues no matter how much or how little they 
worked in a period? 

Mr. Sevanper. That is right, sir. 

Mr. Wessetnorr. They take their traveling book and transfer and 
they are only covered for a period of 90 days. 

Mr. Sevanver. There is also one thing I would like to inject as to 
eligibility. We have since included our apprenticeship members. 
These are the young fellows who start in and serve a 3-year appren- 
ticeship. The board of trustees, after considerable discussion, saw 
fit to cover the apprentice member the first day that he signs up in the 
union. 

Mr. Leece. Even though not indentured at that time? 

Mr. Sevanver. He is indentured actually to the union the first day. 
As soon as he receives an apprentice card, he serves 3 years. 

Mr. Leece. Doesn’t that represent a change from your original re- 
quirement / 

Mr. Srvanper. No. That only applies to apprentices. That is 
something new that isn’t in here. 

Mr. Leece. That is what I was saying. 

Mr. Sevanper. It applies just to apprentices, that is correct. The 
reason being that some of our apprentice members belonged to an- 
other Jocal Jabor union and there were cases where they might have 
had benefits in another union and would have been without benefits 
possibly for a period of 3 months after becoming an apprentice at our 
union. 

A lot of these young fellows are married and have families and we 
found out that there were cases of hardship. We took care of that 
situation. 

Mr. Leece. If I understand you properly, then, you have about 100 
retired workers who are receiving benefits under this program, and 
about 400 who are 60 years of age or over, but still working? 

Mr. SevANDER. Yes. 

Mr. Leece. Will you acquaint us generally with the steps taken to 
secure insurance for this program? As I understand it, the trustees 
set up a finance committee or an insurance committee of some sort, 
to handle this insurance problem. 

Mr. SevaNnper. That is right. The matter was brought up before 
the board of trustees and there was a committee of four that was 
selected to interview various insurance companies and find out what 
the cost would be and any other pertinent information and report back 
to the board of trustees. 

There were two members of the union, namely Emil Wesselhoff and 
myself, and from the management side, Mr. Paul Melvin and Mr. 
Bert Carey, who is present here. 

We contacted numerous insurance companies. We found that after 
stating what we generally wanted for our old members and the fact th: . 
we wanted to cover them regardless of whether they worked for 
contributing employer or not, we had quite a problem. 

It was very costly. We interviewed numerous companies and we 
eventually selected a company who would give us the full coverage 
that we wanted at the lowest possible price. That was done after 
careful consideration, and after receiving bids and bringing it be- 
fore the board of trustees, and then eventually a carrier was selected. 
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Senator Doveras. That was the Union Labor Life Insurance Co. ! 
Mr. Sevanper. Yes, Senator, the Union Labor Life Insurance Co. 
Senator Doveias. Headed by Mr. Matthew Woll? 

Mr. Sevanpver. Yes, Senator. 

Mr. Leece. As I understand it, in the first policy year you had gen- 
erally a favorable experience; but thereafter you ran into considerable 
difficulty from the standpoint of claims experience. 

Mr. Sevanper. That is right. The insurance company told us that 
from their experience they ‘thought we would have a favorable year 
the first year because, principally, a lot of the members would not be 
familiar with all the benefits, and of course they would not be able 
to take advantage of them. But the second year they said that we 
would probably “have a lot more claims, which we found to be true. 

Mr. Leece. As I understand it, at the end of the second policy vear 
the insurance company paid out more in claims than they received in 
premiums. 

Mr. Sevanpver. That is right. 

Mr. Leece. Was it at that time that the premium was increased ¢ 

Mr. Sevanper. Yes. We have kept the same benefits. We inaugu- 

rated our group hospital and surgical benefits on December 15, 1950, 
and our $1,000 life insurance per Member on August 10, 1951. Those 
benefits hav e prevailed right up until December 31, 1954, and the new 
benefits which are listed in this blue book took effect January 1, 1955. 

Mr. Leecr. As I understand it, over the first 2 years of your expe- 
rience you paid premiums of $132,515, with claims amounting to 
$130,000 paid back. 

Mr. Sevanper. That is right. 

Mr. Leece. Which only left a little over $2,000 to cover commissions, 
reserves, taxes; so you are not suffering from a retention standpoint 
in that case. 

Mr. Sevanper. No. 

Mr. Lerce. For the first 2 years. In spite of the fact that the pre- 
mium was increased in 1952. 

Mr. Sevanper. That is correct. 

Mr. Leece. Generally what commissions are paid on that program ? 

Mr. Sevanper. There are no commissions that I know of. The 
retention originally started off, I believe, as a 16-percent retention. 

Mr. Leece. Actually it has been running about 2 percent because of 
the experience. 

Mr. Sevanper. You mean 

Mr. Lerce. Because of the claims experience of this fund, retentions 
have been running not more than about 2 percent. 

Mr. Sevanper. In what matter of retention? I am figuring the 
overall retention on the part of the carrier. 

Mr. Lerece. That is right. And commissions are included in that, 
are they not? 

Mr. Sevanper. Yes. Our retention to begin with was 16 percent. 
In other words, we received in benefits 84 cents out of every dollar. 
I think at present it is 12.3 cents. 

Mr. Leece. Do you know what commissions are being paid on that 
business ¢ 

Mr. SevaAnpEeR. No. It had been explained that it was the cost of— 
well, their administration. It was broken down but not specifically. 
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Senator Dovcias. Do you mean to the insurance agent who wrote 
the policy ? 

Mr. Sevanper. I do not know. Wm J. Haynes & Co. is the agent 
for the Union Labor Life Insurance Co. 

Mr. Leece. We have inquired into that. As I understand it, they 
run from $1,600 to $1,800 a year on the hospital and surgical end of 
the business, and about $500 on the life-insurance end. 

Senator ALLorT. You have no knowledge of that at all ? 

Mr. Sevanper. It was generally explained by the Union Labor Life 
Insurance Co. that it consisted of the remuneration to the agent, and 
of course, necessary administration expenses and so forth that the 
company explained in detail. 

Senator Dovetas. According to the annual financial report which 
you submitted, on page 3 the premiums amounted to $120,000. So 
with the commissions of $2,100 to $2,300, the actual rate was around 
2 percent. 

Mr. Sevanper. I see. 

Senator Atxorr. May I ask this question while we are on that? This 
payroll of office employees includes whom ¢ 

Mr. SevAnver. We have at present four employees. There is Miss 
Mabelle Walker, who is the office manager; and there is Mrs. Stasia 
Pietrowiak, assistant ; and there is Miss Joanne Andersen, a clerk; and 
Mrs. Faye Siuda, another clerk. 

Senator AtLorr. That includes no trustees’ expenses of any kind ? 

Mr. SevANDER. No, sir. 

Mr. Lerce. I have looked over the statement rendered by the certi- 
fied public accountant who conducts an annual audit of the program, 
and made some calculations on the insurance end of this program. 
Over the 3-year period from December 31, 1951 to December 31, 1954, 
you paid a total of $336,484 in premiums for your hospital and 
surgical benefits. 

During that same period, benefits amounting to $305,000 were paid 
by the carrier. They also returned, as I understand it, at the end 
of the first policy year a dividend of $4,778. So the actual cost of 
the program to you on the hospital and surgical side was about 8 
percent. 

On the life policy, your total premiums during the same period 
amounted to roughly $118,000. Of that total, claims amounting to 
$71,000 were paid and dividends amounting to $23,386. The cost to 
you there on the life side of the program was from 7 to 8 percent. 
That is the cost of the insurance; and then your administrative costs 
run, as I understand, over the last 4 years an average of about 10 
percent. 

Mr. Srevanper. That is right. 

Miss Waker. May I interject there: In the last 2 or 3 years we 
have been paying return postage on all these weekly report cards that 
the men send to us. That has boosted our administrative costs con- 
siderably. There is a considerable amount spent in postage for 
mailing out regular mail in addition to mailing out claims forms 
to the members who request forms for benefits—which is a sizable 
added sum to the administrative costs. 

Mr. Sevanver. That is a big item. 

Mr. Leece. How much does it run? That 10 percent is a rather 
high administrative cost. 
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Mr. Sevanper. I do not believe it figures out to 10 percent. If you 
will look in this new report—I believe you have a copy of that—on 
page 3 under “Cash disbursements” you will note postage in the amount 
of $2,143.44. Of course printing and stationery is $1,092.72. Our 
average income has been around $230,000 and our administrative ex- 
pense—if all of these items could be considered as such to complete 
administration expense—would be in the neighborhood of $30,000. 

Senator Atiorr. You have got the purchase of Government bonds 
in there of $50,000, which is not exactly an expense item. It is in 
there. So that actually makes a bigger differential. That would bring 
that down to $153,000. 

Mr. Sevanpver. That is right. That is the total disbursements. 

Mr. Leece. We made some rough estimates when we were in 
Chicago. As I recall, they ran between 10 and 11 percent. 

Senator Doveras. Of course it should be remembered that this is an 
industry in which the workers are diffused all over Cook County 
and where, as I understand it, there are a large number of small 
employers. 

Mr. Sevanper. That is correct. 

Senator Doveras. The problem of collecting the money and verify- 
ing the accounts is difficult. So you would expect the administra- 
tive costs to be much higher in a diffused system such as this than in 
a large plant where you had an equal number of workers under one 
roof and where as a byproduct of the payroll records of the company 
you could develop material without much added clerical work for the 
administration of the benefits and insurance system. 

Mr. Sevanper. That is right, Senator. Cook County is quite an 
area. We have, as you say, quite a diffusion because we have a lot of 
small employers. We have enjoyed good relationships through our 
members who provide their skills in an orderly fashion, and they have 
been very cooperative. 

Senator Doveras. We had some testimony yesterday on plans of 
large manufacturing companies where the administrative cost would 
be only 2 or 3 percent. I think some explanation should be given as 
to the difference between the structure of your plan, with an adminis- 
trative cost of 10 percent, and these other large companies, where the 
administrative costs are much less. 

Mr. Lerce. You are perfectly right, Senator. The problems are 
more acute in a program of this type. 

Mr. Sevanver. We have upwards of 600 contractors, and it is very 
much diffused. Ours is comparatively a small group trying to com- 
plete our collections over a vast area. We are really proud of the 
fact that we have been fortunate enough to have good employers who 
have cooperated with us on this basis. 

Mr. Lerce. As I understand it, your claims are processed completely 
by the fund, with the exception of the checks in payment of the claims. 
That, as I understand it, was an effort to remove the personal equation 
from the payment of the claims, to get the trustees away from actually 
making benefit payments to members of this particular local whom 
they knew personally. 

Mr. Sevanver. That was not the prime object. We thought that 
it was best that the insurance company process the claims from the 
standpoint that they were able to handle it better at the time when 
we did start it, and we were not in a position to handle it. 
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Mr. Lerce. They do not process claims, though. That is the point 
T am trying to make. You people do. They simple write a check 
out in payment of the claim. 

Mr. Sevanper. They have a claims section there in Chicago. The 
claims are actually processed, yes, through our office. Then they are 
approved by the claims section, and of course they make out a check 
from New York to approve it. 

Senator Atnorr. Miss Walker, are there any decisions made in your 
office at all regarding claims? If so, what are those decisions? 

Miss Waker. If there is any dispute about any claim to my know!- 
edge, it is brought to the attention of the trustees. 

Senator Artorr. That presumes someone makes decisions. That 
is what I want to know. Suppose I am a member of a local; I get 
hurt and have to go to the hospital; I expend for hospital bills and so 
forth. I put in aclaim to whom? From whom do I get it? Do I 
have to contact you to do it? 

Miss Waker. That is right. 

Senator AutLotr. At least I presume you decide whether or not I 
have filled out the record adequately. 

Miss Waker. I do. 

Senator Atiorr. Do vou decide anything further? Suppose there 
is a question, on the face of what. I have written, whether or not I am 
entitled to eligibility. Maybe I did not pay my dues or something. 
Do you make any decisions in your office besides the fact that the 
form is completely and correctly filled out ? 

Miss Watker. I do to this extent. I have a file that lists all of the 
members of the union. If a member appears in that file, he or his 
dependents are eligible for the benefits. That is, if it is a nonoccupa- 
tional injury or disease, they are eligible. I supply them with the 
necessary forms. I supply those forms in duplicate. I analyze the 
form that is returned from the hospital. I make a thorough analysis 
of the claim before I submit it to the insurance company. I keep one 
copy in my office. 

Senator AtLorr. You make an analysis. For what purpose? 

Miss WALKER. To see that the correct amounts are credited, that he 
gets the correct amount of credit; that the proper amount of days is 
submitted; that he stays within the limits of the policy. 

Senator Doveias. Do you demand a receipted bill from the hos- 
pital ? 

Miss Watxer. Not in all cases. Usually the hospital completes the 
forms and lists the expense over the signature of some member of 
the hospital staff. 

Senator Atxorr. Is that on the forms you provide? 

Miss Waker. Yes, sir. I have a copy of the forms. 

Senator Axxorr. I do not think that is necessary, but I just won- 
dered about that. 

Miss Watker. As I say, when that completed form is returned to 
my office, I analyze it to see that it is correct. 

Senator Attort. Really, then, all the processing of claims is done 
in your office. 

Miss Waker. That is right. 

Senator Atxort. Or by the time it leaves your office. 

Miss WALKER. That is right. 
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Senator Auiorr. Are there any decisions the trustees have to make 
on this? Someone mentioned that. 

Mr. Sevanver. That would be only in the case whereby a member 
would feel that his claim has not been justified or in some way he has 
a complaint. We want him to bring it to the attention of the board 
of trustees so if anything can be done about it or in the future, where 
the amounts of separate operations are exceptionally large or mat- 
ters of that kind, the board of trustees can take the matter up of 
the individual member. If anything can be done, it is done. Of 
course, if it is not done, an explanation is given to the member. 

Senator Atvorr. But the union officials would not do that. The 
board of trustees would do that? 

Mr. Sevanver. That is right. 

Senator Attorr. Are there any intermediaries between your office, 
Miss Walker, and the individual who, for example, has a claim / 

Miss Wacker. No. 

Senator Anxorr. If he has an injury, or has a claim, he deals 
directly with your office, which is the fund office ¢ 

Miss Waker. Directly with me. I handle all the claims myself. 
1 process them. I know definitely just what the individual is 
entitled to. 

Senator Doveias. Then you give to the local office of Union Labor 
Life Insurance the list and the amounts, and the checks are written 
by the life-insurance company and they mail the checks? Or do you 
distribute them ? 

Miss Waker. They mail them direct. If the benefits have been 
assigned to a hospital, a check is mailed direct to the hospital for 
whatever benefits they are entitled to. 

Senator Doveias. What about the doctor? 

Miss Waker. It is only in case of surgery that he has surgical 
benefits, not for the professional services of a doctor. In that case 
the check for the surgical benefits is mailed direct to the insured mem- 
ber, and he is responsible to his own physician for the charges made. 
We find that the charges of the physicians vary greatly in various 
instances. 

Senator Atuorr. Have you any reason to believe that such a prac- 
tice has ever led to collusion? I will ask that generally of anyone 
here. 

Miss Waker. I have no reason to suspect such a thing. As I say, 
various physicians charge, I suppose, according to their experience. 
There are regular family doctors; and there are specialists in certain 
fields who, l suppose, feel that their services are worth a little more 
than the average family doctor. 

Senator Atuorr. I subscribe to that fully. 

Miss Watxer. There are times when their fees are considerably 
more than other doctors for the same type of surgery performed. 

Senator Atxorr. I think you have answered my question. Now 

may I shift over on another end of this thing? Perhaps you have 
testified to this while I was absent; if so, I “apologize, but it was 
necessary. 

I suppose you could answer this, Mr. Sevander, better than anyone 

else, but it does not matter who does it. In the payment of your 
10 cents an hour, how is that actually handled between an individual 
employer and the fund? 
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Mr. Sevanper. The payment? 

Senator Atuorr. Yes. What certification is made? 

Mr. Sevanper. A form is given to him, and also a copy of the trust 
agreement if he so desires. We also have a short-form copy that 
explains how the trust fund came about, its inception, and the terms 
of it. 

Then the employer in turn puts down the employee’s name and 
social-security number. 

Senator Atxorr. This weekly payroll report, I think, explains part 
of it. Each individual employer who is a member of the trust agree- 
ment deals directly with the fund and not through one of the associa- 
tions ? 

Mr. Sevanper. That is correct. He deals directly with the fund. 

Senator Atiorr. Then each employee mails in what is called a 
weekly report card which is a “No Postage Necessary” card. That is 
checked against the employer’s report, too? 

Mr. Sevanper. Yes, sir. 

Senator Atvorr. Thank you. That explains that part. We have 
been very interested in this question. 

Mr. Sevanper. I might add that that is the sole basis of the collec- 
tions. They are based on the member sending in his weekly report card 
as correct as possible. 

Senator Dovenas. But you do not have to have the elaborate records 
which the painters this morning testified to, because you do not have 
work requirement as a condition of eligibility. You merely have union 
membership as a condition of eligibility. 

Mr. Sevanver. That is right. 

Senator Atxtorr. Then if the union member does not get in his 
card 

Mr. Sevanper. It becomes the duty of the union to try to encourage 
the member. 

Senator Atiorr. But he might end up being not eligible for benefits. 

Mr. Sevanver. We have not come to that yet. We always manage 
to see that he gets the card in. There are some of them who have a 
little difficulty maybe in writing them out. Then we try to help them 
take those things into consideration. We are not fortunate enough 
to have all college people in our line of work and we have to make 
allowances for that. 

Senator Atnorr. You do this checking in your office, Miss Walker ? 

Miss Warker. That is right. 

Mr. Leecer. I have one question. I notice in your financial report as 
of December 31, 1954, you have total assests of $673,224, which is 
represented by cash deposits in checking and savings accounts; plus a 
$275,000 investment in Government bonds. Does that figure represent 
a figure which the trustees had agreed upon as a reserve that they 
wanted to carry against future contingencies such as unemployment ? 

Mr. WesseLnorr. We pay our insurance premiums a year in ad- 
vance, and that is practically the time for the payment of a new pre- 
mium for the year. That is how our cash balance got up that high. 

Mr. Leece. Are you trying to hold assets in reserve sufficient to take 
care of your program, pay your insurance premiums, your adminis- 
trative costs, and other cost items against a period when you may have 
depressed employment or a serious claims experience with your fund ? 
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Mr. WessetHorr. Yes; we do. I think Mr. Smith mentioned be- 
fore that we had an actuary come in to advise us on what portion of 
that money we could spend and what was a safe margin for us that 
he thought we should put away for future use. 

Mr. Leece. W nat does your annual premium run, again, your in 
surance premium ¢ 

Mr. Wessevnorr. It has been increased quite a lot this year because 
we have purchased more insurance; something over $200,000. 

Mr. Carry. We had four meetings in the month of December with 
this actuary to help us determine what additional insurance we could 
purchase. We do not make a step at all without our counsel at every 
meeting—whether it is a directors’ meeting or a special meeting. 
Also we employ the services of this actuary. We feel we do not want 
to assume any responsibility. Some of us are a little too old to make 
mistakes now. 

Senator Dovenas. You have got this peculiar problem, have you 
not, of a very high average age of your members? You not only 
start out with 100 retired members for whom no contributions are 
being made, but also you look forward to the time when these men 
will be retired from the industry, eligible for benefits, but no con- 
tribution. 

Therefore you are storing up reserves against that, too, are you not ’ 

Mr. SEVANDER. Yes; we are endeavoring to do our best. 

Senator Doveras. Let me offer a little advice. Get some more 
young folks in the union. 

Mr. Sevanpver. We are. At present we have about 200 apprentices 
going through our school at the Washburn Trade School, and we are 
coming along great. 

Mr. Wesse.tHorr. The reason our age limit probably is so high is 
that for a period of about 10 years, when the depression started, we 
dropped down from 1,400 members to 600. Our books were closed. 
We were not taking in any new members for a period of 10 or 12 years. 
The members we did take in were the oldtimers who had dropped out 
and who were being reinstated. 

So we did not get any young blood into it for the last few years. 
After a period of ‘maybe another 10 years, our age limit will start to 
go down because we are taking in young men now and the older ones 
of course are passing on. 

Senator Dovcras. Then if you took an age composition of your 
membership—if you had an Anna Held waist, so to speak—you would 
bulge at the top and come in to almost nothing in the center, and then 
flare out again at the bottom. Is that not true? 

Mr. Srevanpver. That is right. 

Mr. Wessetnorr. We have our member ship up now to almost 1,700 
members from 600. 

Miss Waker. May I state that in December, when negotiations 
were made for the increase in benefits for the members, according to 
our office records, out of 1,500 some members, there were 748 members 
over the age of 50 years. 

However, under our life-insurance policy, our experience has been 
very favorable. It is our life-insurance policy which has earned our 
dividends for us. 

Mr. Sevanper. Our life insurance has been very favorable, in spite 
of the fact that we have a high age factor. 
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Mr. Soper. I should like to state, gentlemen, that the paving con- 
tractors also realize the necessity for bringing in the younger men. 
To that end the Road Builders’ Association, out of 107 members, have 
around 60 in the Cook County area who are members of the associa- 
tion and employ these union mechanics. 

Our contractors are now beginning to see the need for training these 
men apart from their regular schoolwork; and for every 2 or 3 me- 
chanics, they are attempting to put 1 of these men on their road gangs 
in order that he may get some practical experience. 

Senator Atxorr. I would like to shift to another thing just to clear 
the record. Again if I cover something that has been gone over, I 
hope you will excuse me. You have an item, “Board of trustees’ ex- 
penses.” TI see no board of trustees’ salaries here. Does the board 
draw any salaries? 

Mr. Wessetnorr. No. 

Mr. Smirn. The board does not draw a salary. They are pre- 
cluded under the trust agreement from a salary unless it is agreeable 
to both management on the one side and the union on the other. The 
trust agreement does provide, however, that trustees are allowed ex- 
penses. Sometime back, by resolution, they fixed the expenses at $25 
a month for each one of the trustees. 

Senator Attorr. That covers whatever number of meetings you 
have to attend ? 

Mr. Carry. We got $25 for December, gentlemen, and we went to 
4 meetings. It costs you $0.50 to park your car. 

Mr. WessetHorr. Some of our trustee members have to lose a day’s 
pay to attend those meetings. 

Senator Atiorr. That is as good a job as being a city councilman 
in a small town, where you get $25 a year. 

Mr. Srvanper. I would like to inject at this time the same thing, 
Senator, if I may. For a long pores of time we put in con- 
siderable time, w Saturdays and Sundays and 
evenings. We spent considerable time over the phone trying to make 
this plan successful; and not even a 5-cent cup of coffee was taken out 
of the fund. 

Then of course the trustees at times would meet 4 or 5 times a month 
before we got the thing in working order. At present in the minutes 
it is stated that we should have at least 1 meeting every 3 months, that 
being the first Thursday of the quarter. As other meetings become 
necessary, they are called. 

Senator Attorr. Now I have another question to ask which I may 
have a hard time getting an uninhibited answer to. But: Have you 
had any difficulty at all? 

Of course I presume in most cases the unions do, and our experience 
has shown it. Have you had any trouble at all getting your em- 
ployers to participate actively, and I will say forcefully and objec- 
tively. in the fund? Is there any reluctance on their part to partici- 
pate forcefully in the fund? 

Mr. Sevanpver. No. 

Mr. Carry. We are very fortunate. The employers seem to realize 
the fact that this is an opportunity of cementing a better friendship 
between the men and themselves; in other wor ds, between employee 
and employer. 
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Mr. Wesse.Horr. I might add to it, Senator. In our trade there is 
considerable overtime in the work, which employers of course pay a 
premium for. But in the welfare fund, the contractors save that 
much money. They do not pay any overtime for the welfare. It is 
based on 10 cents an hour for the welfare. They save a little bit. 

Maybe that is one reason they are more or less anxious to get into 
it because in the first year our members voted to take that 10 cents an 
hour into the welfare in lieu of wages, and the contractors agreed we 
could either take it in wages or in a welfare fund. Our members 
voted to take it in lieu of wages for the welfare fund. 

Mr. Sevanper. I would also like to state that our employer trustees 
have been very cooperative and have instructed us as members of the 
union in things that we did not know about on the management side, 
and they have been very, very cooperative. On the whole all the 
employer contributions have been very, very good. We only have a 
very small percentage of those spreadout groups, and we get those in 
time. 

Miss Waker. May I also state that there are members of other 
locals affiliated with the district council and if the employer wishes 
to contribute for their benefits while they are working within the 
jurisdiction of Cook County and they have accumulated 500 hours 
over a period of 6 months, we cover the member himself, not his de- 
pendents ; but we give him full coverage for life, hospital and surgical 
benefits. 

This year we have added to our policy the rider for X-ray and 
laboratory examinations, which makes it possible for the member 
to go to a doctor’s office, a laboratory, or a hospital and have X-ray 
and laboratory examinations made without actual confinement in the 
hospital. 

We found that there were a great many of the members where a 
doctor would suggest an X-ray or a laboratory examination. They 
had them confined in the hospital for a period of 24 hours so the 
X-rays could be made, which boosted our experience considerably 
as to hospital-room expense. 

We felt that, rather than pay that $10 or $15 a day for that member 
to go in and occupy a room just so he could have an X-ray made, if 
a doctor required an X-ray he could go into the doctor’s office or an 
X-ray laboratory and have that X-ray made. We pay that benefit 
up to a maximum payment of $25 for the member or his family. 

Also, the insurance company liberalized the policy 2 or 3 years 
ago to include emergency care. If a person received some accidental 
bodily injury without actually being confined in the hospital, he 
could go and have the X-rays made and receive emergency care 
without actual hospital confinement; and that was paid for under 
the emergency clause. In most of the instances that came under the 
surgical benefits. 

Mr. Sevanper. Could I just interject at this time to clarify, if there 
might be a question in the minds of the Senators, that the district 
council of which Miss Walker spoke is an area outside of Cook 
County. It is principally Du Page County, Lake County up on the 
north, and Gary and Hammond and Joliet, and also Kane County. 
That is what we call our own local district council in our international 
union rules. 
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Senator Atiorr. You stated who your insurance carrier was. What 
is the name of that ? 

Mr. WessetHorr. Union Labor Life Insurance Co. 

Senator Atxorr. Is that a private company or a mutual company ? 

Mr. WessetnHorr. I believe they are a mutual company. 

Mr. Sevanper. It is not a stock company. The way we get it, they 
operate on a low cost, meaning they can give us a little better in pre- 
miums; and if there is anything, they can give a rebate back in the 
form of dividends. It is not a stock company. 

Senator AtLorr. How long have you carried it ? 

Mr. Sevanper. Since December 1950. 

Senator Attorr. What reasons led you to pick this particular one / 
Did you have any competitive bidding? Did you set up standards 
and have competitive bidding? Or how did you happen to select 
this company ¢ 

Mr. Sevanper. I do not know whether you were here before when 
that was mentioned, Senator, where a committee was selected by the 
board of trustees to examine various insurance companies, examine 
their bids and bring back a report. That was done. 

After careful consideration of the various companies in seeking the 
coverage that we wanted, it was finally decided that Union Labor Life 
gave us the best for our money. 

Senator Atxorr. Is it actually a life insurance company, or is it a 
company which has been formed for the purpose of handling group 
insurance plans of unions? 

Mr. Wesse.uorr. I believe they handle group insurance plans and 
life insurance and group exclusively. I believe that. I am not too 
sure on that, but I believe that is right. 

Mr. Sevanper. I do not know, but I know they have numerous 
organizations. 

Mr. Wessenorr. I might explain, Senator, one of the prime 
reasons we chose Union Labor Life was because when we called these 
different insurance companies in to interview them, a good many of 
them would not even consider us at all after they found out that our 
average age was up that high, and we wanted to cover every member 
regardless of how old he was. 

We insured men over 90 years old without a doctor’s examination 

or anything else, and they paid those claims—one of them the fol- 
lowing day after we had taken the life insurance. In fact we had 
not paid any premium at all yet. We just agreed we were to make 
the check out later, and the following morning one of these old-timers 
passed away and they paid the $1,000 to his widow. They have always 
been very lenient in paying the claims. 

We had one case in particular where one of our members went over 
to Italy, and of course he was not supposed to be covered out of the 
United States, but it was an emergency. He did not go over there 
to live or anything. He went over there on a visit. He had an attack 
of appendicitis and had to be operated on immediately. He could 
not come back here to get it. So he had it done over there, where 
the cost was possibly half as much as it would be here. 

When he came back he felt that, inasmuch as he had not taken his 
traveling book out—his book was still in our local—and was still a 
member in good standing, since he was just over there for a visit, he 
should have that claim. The trustees took it up and they felt the 
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same way. We told the insurance company that we believed this 
man was entitled to that bill. They paid the bill, although at that 
time they were running in the red. 

They were already paying back more in benefits than we had paid 
them in premiums Py they did for 2 years, I think, out of the 
time we have had them. They have paid out more in claims than we 
paid them in premiums. 

In the year up to date—and I think Miss Walker will bear me 
out—according to our schedule of what we are entitled to each month 
of what we pay, they are in the red right now for a considerable 
amount on the hospitalization. 

Miss Wacker. Not in claims this year. 

Mr. Wessetuorr. I thought it was this year, too. 

Miss Wacker. No. We are running fairly well ‘his year at the 
present time. 

Mr. Sevanper. I would like to state also, getting back to the inau- 
guration of the insurance benefits, that we had a considerable number 
of old members; and because of the fact that a lot of them were not 
working and would not be working, the insurance representatives felt 
they could not afford to cover them. Some of them even advised us 
it was not the right thing to do. 

However, those were the people who built up the union and they 
were the stalwarts on whom the union was founded. We certainly 
wanted to give them all the consideration possible because they needed 
it. That was the reason for it. 

Mr. Carey. I might state that the attitude of the management 
trustees was that these older men helped us contractors get where we 
are. They also helped maintain the union. Practically every 
trustee from management is a former cement finisher. Iam a former 
cement finisher. I am also a trustee of the laborers’ welfare plan in 
Chicago. I happen to be chairman of the special claims committee. 

It has been a pleasure for me to serve with these men because they 
have done a good job. You would be surprised, Senators, to know 
the appreciative attitude of the work they feel the boss is trying to do 
for them. 

Senator Atiorr. You precipitated another question which I want 
to direct at you. I notice you have six trustees on each side here, which 
on the face of it is apparently a high number. Do you feel that there 
is any conclusion you can draw from your own experience that such a 
large number is preferable, or that a lower number is preferable? 

Mr. Carey. There are three associations that are signatory to this 
agreement—the Road Pavers and the Associated Builders and the 
Concrete Contractors, of whom I am President. They each wanted 
representation. So it was decided then that we would have 2 from 
each, and then 6 from organized labor. 

Senator Atiorr. It would seem to me, as a casual observation, that 
there is some merit in having a substantial number because the places 
we have run into difficulties is where there have been a very small 
number—one or two, or just a few—designated. They were just desig- 
nated casually as a matter of complying with the law, and had no 
interest in the actual administration of the trust. 

Mr. Carey. We had 6 on the labor board, 6 from management and 6 
from organized labor. 
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Mr. Wessetnorr. I would like to state, Senators, our attendance has 
been practically 100 percent at every meeting we have had from both 
management and labor. The trustees attending those meetings, on 
every question, have argued for a long time, and we have had differ- 
ences of opinion. but in every case the vote has been unanimous. 

Senator Attorr. You beat it out among yourselves and then do it. 

Mr. WessetHorr. Right. I think that is an advantage of having 
six from each side. You get more opinions on a question. 

Mr. Sevanper. I would also like to state, Senators, from the union’s 
side there are four union members who are elected by the rank and file. 
The President and the Secretary are permanent members. 

Senator AttoTT. Do you havea salary as president ? 

Mr. Carey. No. 

Mr. WesserHoFr. From the union, yes. 

Senator AtLorr. The president of the union? 

Mr. WesseELHorr. Yes. 

Senator Atiorr. You have no financial interest in this fund what- 
ever except the $25 a month, which is provided for under trustees’ 
expenses ¢ 

Mr. Wesse.Horr. Correct. 

Senator AtioTr. And the same is true with you? 

Mr. Srvanper. Yes, sir. 

Mr. Wesse.HorFr. For about 214 years we never even got a cup of 
coffee. We worked there many a night without supper. 

Miss WALKER. May I also state, Senators, in the case of expendi- 
tures, I do not have any authority without the consent of the board 
of trustees to spend any large sums of money. Actual operating ex- 
penses such as office supplies, printing matter which is required quite 
constantly, postage, and small items I have the authority to purchase 
without the sanction of the board of trustees. 

Otherwise there is nothing purchased of any sizable amount without 
the authority of the board. 

Senator Atxort. I assume what you mean is that you purchase all 
the expendable items; but I see you have bought a typewriter. I 
suppose you did get the concurrence of your board before you did 
that? 

Miss Waker. Items of that amount that are actually necessary 
for the operation of the business, Mr. Wesselhoff and Mr. Sevander 
usually sanction before the order goes in. But larger items are always 
referred to the board for decision. 

Senator Atxorr. You are the person who is in charge of the office, 
and none of these gentlemen are actually physically present in the 
office day by day? 

Miss Waker. No. About the only time I see them is once a week 
when they come in to sign payroll checks and expense checks. I con- 
tact them by telephone when emergencies arise that I feel we need 
special advice on. 

Senator AtLorr. Gentlemen and Miss Walker, I want to say this. 
I hope you have not thought that some of my questions were too search- 
ing in the light of your own satisfaction in doing a good job. But 
they are questions we have asked other people here and they serve to 
highlight and point up the differences that exist between a fund which 
is well managed and a fund which is not. 
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I know you will understand that the questions were directed for 
that purpose. 

Miss Waker. I believe, Senators, that Mr. Wesselhoff will bear me 
out when I relate that I stated to him quite some time ago that as long 
as I was in charge of the office, 1 would endeavor to maintain rec ords 
that could be open to the scrutiny of anybody who wished to come into 
the office and make any investigation. 

At the time I had in mind mostly income tax. I figured that per- 
haps the day would arrive when these different funds would be under 
question pertaining to taxation. 

Senator AtLorr. I want to make it clear I am not imputing any dis- 
honesty to anyone, but my questions by their very answers do draw a 
very clear picture of what should be done and should not be done in 
some instances in the management of these funds. Yours apparently 
has been very successfully and well managed and we wish it were al- 
ways true. 

Senator Douetas. Thank you very much for coming, gentlemen. 
We know this has been an intrusion upon your time, but I think it 
helps to build up a record of what good standards are and is a distinct 
help tous. We want to thank you very, very much. 

Mr. Smiru. Senator, there was one very provocative question that 
Senator Allott asked. I would like to have your opinion on it. That 
was the question as to the number of trustees that would be desirable. 
We have 12 here, as you know. 

My thought at the outset—and we knew that we would have to have 
representation from each one of the associations and we would have 
to have them matched by members of the union—was that I could see 
it was quite a large group. Twelve is a large number for a small trust. 

But there again there was a certain criticism against some of these 
trusts where they just have 2 or 3 or 4 fellows. They say that sets up 
an oligarchy and a kind of a despotism and you can do anything you 
want with it. 

So I think in a case of this kind, or in any of these trusts, there ought 
to be a fairly large representation from both sides. 

Senator Dovue.as. Provided you can get them to take an interest. 

Mr. Situ. Yes; that is it. We have had no trouble along that line. 

Senator Atiorr. We have had unions in here in the last few days 
who have said absolutely and unequivocably, “We want nothing to do 
with the administration of this trust fund.” For example I think it 
was just yesterday they said, “We have bargained for end results. 
They will furnish us so much i insurance. We do not want anything 
to do with it at all.” That is one union point of view. 

We have also had people in here who have done just as you said, 
where there were a few; and from what I can see where you do have 
a joint administration under section 302 of the Taft- Hartley Act, it 
would appear as far as we have gone that there is some virtue in hay av ing 
more than just a token trustee membership of a couple, or 1 or 2 on 
each side. 

Mr. Sarru. I think you are right. 

Senator Dove.as. I would agree. 
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Mr. Wesse.norr. We feel also this way, that by the rank and file 
naming or electing 3 or 4—in our case it is 4—they are not leaving 
everything to the officers of the union; that they are being represented 
by one of their own men in the field. 

Senator Attorr. That is a very well made point. 

Mr. WessetHorr. They do take a great interest in it. In the sum- 
mer-time, when we have those meetings, those men are at work. Our 
work is very seasonal. In the wintertime 75 percent of our men are 
not working. But in the summertime when they are working they 
must make their money then, but they take a day off to appear at the 
meetings. They take an interest in it. 

The contractors are the same. I have seen them come in from their 
work with their work clothes on to attend those meetings. 

Miss Waker. Gentlemen, may I say I feel it quite an honor to think 
that you chose us as one of the well-regulated organizations. 

Senator Dovueias. Thank you very much for coming. We will re- 
cess now until 10 o’clock tomorrow morning, when we will take the 
testimony of the Laundry Workers’ International Union and the 
Pointers, Cleaners and Caulkers, Local 52, Chicago, Ill. 

(Whereupon, at 4:40 p. m., the subcommittee recessed until Thurs- 
day morning, 10 a. m., March 24, 1955.) 
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